MERICAN 
rganized at 


HADLEY (Bi 
No. 


HER, Yale Uni 
\ZARDNER, Brow 
DAVENPORT €D 


‘Univ 


‘HAMMOND 
OGART. Unis 


BAR NETT, —_ 


HT, Colum ETH 
LIAMS, Hg 
TAMILTON, 


4 Dunsar (Dees 
AVIS R. DEwey, 
ND J. JaMes (Deceased 
Ferrer, Princeton Ue 
RAY, American University 
F. Witicox, Cornel 
R. Spacer (Deceas 
| 
w. KEMMERER, Unive 
LIS, University of hicago 
Ohcers for the year 19 
ia: \URICE CLARK, Col ‘Univ 
‘ NIGHT, University ef 
i HORP. Was nin 
i LKER, Washis ton. T 
1. \bE, Princeton Universite 
WALTON H Vole | 
A FE, Ohio State 
— “ODRICH, Columbia University 
1.3 TON, Univer ‘ity of 
Uninet 


The American Economic Review 


Vol. XXV, No. 1 SUPPLEMENT March, 1935 


Papers and Proceedings 


of the 


Forty-seventh Annual Meeting 


of the 


American Economic Association 


Edited by the Secretary of the Association 


Inquiries and other communications regarding membership, meetings, and the 
general affairs of the Association, as well as orders for publications, should be 
addressed to the Secretary of the American Economic Association, Northwestern 
University, Evanston, Illinois. 


ma 
Vahy 


Copyright, 1935, by 
AMERICAN ECONOMIC ASSOCIATION 


Printed by 
The Ge roe Banta Publishing Company 


_ 

Pr 
Rz 
TI 

Bu 

Pr 
In 
In 
D 

| 
O 
D 
T 
S 
[ 


TABLE OF CONTENTS 


Program of the Forty-seventh Annual Meeting ..................... 
Rate-making Problems of the Tennessee Valley Authority ............ 
The New Deal and the Teaching of Economics ..................... 


The Paths of Economic Change: Contrasting Tendencies in the Modern ° 


Business Enterprise: Its Present Status, Functions, and Limitations and 
Tendencies Shaping Its Development, by George Soule .......... 


Production: Its Conditions, Character, and Structure, by H. S. Person . 


Discussion: 


International Movements of Capital, by Arthur Feiler ................ 
Discussion: 

Our Commercial Banking System, by W. F. Gephart ................. 
Discussion: 

The Problem of Railroad Competition, by Leslie Craven .............. 
Some Lessons Drawn from European Experience, by Herbert E. Dougall . . 
Discussion: 


Government Control of Investments and Speculation, by R. S. Tucker .. . . 


PAGE 
v 
1 
7 
9 
31 
International Aspects of Problems of Production and Trade, by Melchior 
45 
63 
74 
76 
77 
79 
81 
90 
94 
96 
98 
100 
102 
111 
128 
132 
136 


Discussion : 
Dean Lang: 
George W. Edwarx 
Monetary Stabilization from an International Point of View, by John H. 
Monetary Stabilization from a National Point of View, by Lionel D. Edie 
Decentralization of Population and Industry ................ceeeeee 


Co-ordination of State and Local Finance .............ccccccccvccce 


Unemployment Relief, by Corrington Gill 


A Unified Program for the Unemployed, by Karl Pribram ............ 


Minutes of the Business Meetings 


Report of the Secretary 


Report of the Audit 
Report of the Treasut 


Report of the Manag ng Editor 


Report of the Finance Committe« 


Report of the Joint Census Advisory Committee 
Report of the Committee on Research 


Report of the Social Scier Research Council 


Report of the Committee on Elections 


Publications of the American Economic Association 


151 
154 
156 
164 
| 171 
174 
| 176 
§ 186 
213 


PROGRAM OF THE FORTY-SEVENTH ANNUAL MEETING 


WEDNESDAY, December 26, 1934 


2:30 P.M. ROUND TABLE CONFERENCES 
I. NRA Examined. 

Chairman: Robert M. Hutchins, President, University of Chicago. 

Papers: Leverett S. Lyon, Brookings Institution; George Terborgh, Brook- 
ings Institution; Lewis L. Lorwin, Brookings Institution; Paul T. Ho- 
man, Cornell University. 

Discussion: E. §. Mason, Harvard University; Max J. Wasserman, Univer- 
sity of Iltinois; Henry L. McCarthy, Lewis Institute; Myron W. Watkins, 
New York University; Blackwell Smith, General Counsel, NRA. 

Il. The Rate-making Problems of TV A. 

Chairman: James C. Bonbright, Columbia University. 

Discussion: David E. Lilienthal, Commissioner, TVA; Edward Falck, TVA; 
Samuel Ferguson, Hartford Electric Light Company; Edward W. More- 
house, Wisconsin Public Service Commission; Leland Olds, Secretary, 
New York Power Authority. 

Ill. The New Deal and the Teaching of Economics. 

Chairman: William H. Kiekhofer, University of Wisconsin. 

Discussion: John Ise, University of Kansas; F. B. Garver, University of 
Minnesota; H. D. Gideonse, University of Chicago; Walter E. Spahr, New 
York University; Frank H. Knight, University of Chicago; Vernon A. 
Mund, University of Washington; Ernest H. Hahne, Northwestern Uni- 
versity; W. I. King, New York University. 

8:00 P.M. GENERAL SESSION. (Joint Session with the American Statistical Association, 
the aS Political Science Association, and the American Sociological 
Society. 

Chairman: Edwin R. Embree, Director, Julius Rosenwald Fund. 

Topic: Recent Economic, Social, and Political Changes. 
Papers: Calvin Hoover, Duke University; William F. Ogburn, University of 
Chicago; Charles E. Merriam, University of Chicago. 


TuHurRSDAY, December 27, 1934 


10:00 A.M. ROUND TABLE CONFERENCES 
I. Business Enterprise and the Organization of Production. (Joint session with 
the American Statistical Association.) 
Chairman: Ralph E. Heilman, Northwestern University. 
Papers: George Soule, Editor, The New Republic; Harlow S. Person, Tay- 
lor Society. 
Discussion: Sumner H. Slichter, Harvard University; S$. M. DuBrul, General 
Motors Corporation; §. Howard Patterson, University of Pennsylvania. 
Il. Spending: Its Economic Effects and Fiscal Consequences.’ (Joint session with 
the American Statistical Association.) 
Chairman: Horace Secrist, Northwestern University. 
Papers: J. M. Clark, Columbia University; Fred R. Fairchild, Yale Univer- 
sity; J. W. Angell, Columbia University. 
Discussion: Tipton R. Snavely, University of Virginia; Ray B. Westerfield, 
Yale University; Harley L. Lutz, Princeton University. 
Ill. Census of American Business? (Joint session with the National Association of 
Marketing Teachers.) 
Chairman: Wilford L. White, University of Texas. 
Papers: T. N. Beckman, Ohio State University; John Guernsey, Editor, Retail 
Ledger; William A. Ruff, Statistician, Census of American Business. 
Discussion: Edward Roland, Editor, Electrical Wholesaling ; Elmer E. Stevens, 
President, Charles A. Stevens and Company. 
2:30 P.M. ROUND TABLE CONFERENCES. 
I. The United States in a World Economy. (Joint session with the American 
Statistical Association.) 
Chairman: Ernest L. Bogart, University of Illinois. 
Papers: Melchior Palyi, University of Chicago; Arthur Feiler, New School 
for Social Research. 


* To be published by the American Statistical Association. 
*To be published by the National Association of Marketing Teachers. 
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n Litman, University of Illinois; Ralph E. Freeman, Massa- 


c f Technology; Clare E. Griffin, University of Michigan; 

Amos E. Taylor, Assistant Chief, Finance and Investment Division, U. S. 
Department of Commerce. 

II. Planning and Control in Agriculture. (Joint session with the American Farm 


Econon Ass« ciation. ) 


Chairman: Honora Frank O. Lowden, Oregon, Illinois. 

Paper: J S. Davis, Stanford University. 

Discuss Mordecai Ezekiel, U. S. Department of Agriculture; T. W. 
Schultz, Iowa State College. 

Paper: ] D. Black, Harvard University. 

Discuss H. R. Tolley, University of California; Waldo E. Grimes, Kan- 
sas State Agricultural College. 

5:00 P.M. MEETING OF THE EXECUTIVE COMMITTEE. 
8:00 P.M. PRESIDENTIAL ADDRESSES. (Joint session with the American Statistical Asso- 
ciat | the American Association for Labor Legislation.) 

Chairman: Walter Dill Scott, President, Northwestern University. 

Papers: H. A. Millis, American Economic Association‘; Leo Wolman, Ameri- 
can Association for Labor Legislation’; Frederick C. Mills, American Sta- 
tisticai Association 

Fripay, December 28 
9:00 A.M. BUSIN! MEETING. (Reports of Officers and Committees, etc.) 
10:00 A.M. ROUND TABLE CONFERENCES. 
I. The Comr al Banking System. 

Chairman: Harry A. Wheeler, Railway Traffic Association, Chicago. 

Papers: W F. Gephart, Vice-president, First National Bank, St. Louis. 

Discussion: J. W. Bell, Northwestern University; C. A. Phillips, University 


of lowa; Walter Lichtenstein, Vice-president, First National Bank, Chicago; 


Herbert Tout, University of Minnesota; C. A. Curtis, Queen’s University. 
Il. The Railroad Problem. 


Chairman: Stuart Daggett, University of California. 

Papers: | Craven, Co-ordinator’s Office, Washington, D.C.; Herbert E. 
Dougall, Northwestern University. 

Discussion: L. C. Sorrell, University of Chicago; Leo Sharfman, University 
of Mi in; Sidney L. Miller, University of Iowa; Julius Parmelee, Bureau 
of Railway Economics 

III. Nationalism (Economic History Round Table). 

Chairman: H. A. Innis, University of Toronto. 

Papers: Max Handman, University of Michigan; Frank H. Knight, Univer- 
sity of Chicago 

IV. Walras Centennial Program. (Joint session with the American Statistical Asso- 
ciation and the Econometric Society.) 

Chairman: Joseph Schumpeter, Harvard University. 

Papers: William Jaffé, Northwestern University; Arthur W. Marget, Uni- 
versity of Minnesota 

Discussion: Oskar Lange, University of Krakow; Irving Fisher, Yale Uni- 
versity 

2:30 P.M. ROUND TABLE CONFERENCES 
I. Investment Banking and the Securities Market. (Joint session with the Ameri- 
can Statistical Association. ) 


Chairman: W. Randolph Burgess, Federal Reserve Bank of New York. 
Papers: Rufus Tucker, Twentieth Century Fund; Woodlief Thomas, Federal 
Reserve Board.‘ 
Discussion: George C. Mathews, Securities and Exchange Commission; Dean 
Langmuir, Investment Counsel, New York City; George W. Edwards, 
Coll f the City of New York. 
II. The National Income. (Joint session with the American Statistical Associa- 
tior 
Chairn E. G. Nourse, Brookings Institution. 
Papers: W. L. Crum, Harvard University; Clark A. Warburton, Federal De- 
posit I 1ce Corporation; Morris Copeland, Central Statistical Board. 
* To be published by the American Farm Economic Association. 
* To be published in the March, 1935, issue of the American Economic Review. 


* To be published by the American Association for Labor Legislation. 
* To be published in the Journal of Political Economy. 
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Discussion: Willford I. King, New York University; Ralph C. Epstein, Uni- 
versity of Buffalo; Paul T. Homan, Cornell University; H. L. McCracken, 
Louisiana State University. 


Ill. Our Foreign Trade Policy. (An invitational round table.") 


8:00 P.M. 


Chairman: Clare E. Griffin, University of Michigan. 

Topic: The Foreign Trade Policy Recommended by the Commission of In- 
quiry into National Policy in International Economic Relations. 

GENERAL SESSION 

Chairman: Frank A. Fetter, Princeton University. 

Topic: Monetary Stabilization. 

Papers: John H. Williams, Harvard University; Lionel D. Edie, Edie-David- 
son, Inc., New York City. 

Discussion: Hans Neisser, University of Pennsylvania; Arthur W. Marget, 
University of Minnesota; W. Adams Brown, Jr., Brown University; Fritz 
Macklup, Rockefeller Fellow, Vienna. 


SATURDAY, December 29, 1934 


9:00 A.M. 
10:00 A.M. 


I. 


II. 


Ill. 


Business MEETING (Election of Officers, etc.) 

ROUND TABLE CONFERENCES 

Decentralization of Population and Industry (Joint session with the Ameri- 
can Sociological Society.) 

Chairman: Joseph H. Willits, University of Pennsylvania. 

Papers: M. L. Wilson, Assistant Secretary of Agriculture; John P. Ferris, 
TVA; Carter Goodrich, Director, Study of Population Redistribution. 

Discussion: Louis Hacker, Encyclopedia of the Social Sciences; Max Hand- 
man, University of Michigan; R. W. Murchie, University of Minnesota. 

Co-ordination of State and Local Finance 

Chairman: S. E. Leland, Illinois State Tax Commission. 

Paper: Roy G. Blakey, University of Minnesota. 

Discussion: N. H. Jacoby, Finance Department, Springfield, Illinois; Mabel 
L. Walker, Tax Policy League. 

Papers: H. M. Groves, University of Wisconsin; H. L. Lutz, Princeton 
University. 

Discussion: M. H. Hunter, University of Illinois; R. W. Nelson, University 
of Iowa; A. M. Hillhouse, Municipal Finance Officers’ Association, Chi- 


cago. 
The Relief Aspects of the New Deal and a Unified Program for the Unem- 
ployed. (Joint session with the American Association for Labor Legislation.) 
Chairman: Grace Abbott, University of Chicago. 
Papers: Corrington Gill, FERA; Karl Pribram, Brookings Institution. 
Discussion: Joel Hunter, United Charities, Chicago; William Hodson, Com- 
missioner, New York City Department of Public Welfare; Frank Bane, 
American Public Welfare Association, Chicago; Victor Olander, Secre- 
tary, Illinois State Federation of Labor; Mary B. Gilson, University of 
icago. 


12:00 M. MEETING OF THE EXECUTIVE COMMITTEE 


* Not reported. 
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HE purpose of the American Economic Associa- 
7. according to its charter, is the encouragement 

of economic research, the issue of publications on 
economic subjects, and the encouragement of perfect 
freedom of economic discussion. The Association as such 
will take no partisan attitude, nor will it commit its 
members to any position on practical economic questions. 
It is the organ of no party, sect, or institution. Persons 
of all shades of economic opinion are found among its 
members, and widely different issues are given a hearing 
in its annual meetings and through its publications. The 
Association, therefore, assumes no responsibility for 
the opinions expressed by those who participate in its 
meetings. 

F. S. DEIBLER 
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NRA EXAMINED* 


ROBERT M. HuTCHINS, Chairman 


LEVERETT S. LYON: The question, “What Is the NRA,” must be answered 
from several points of view to do decent justice to so broad a subject. A series of 
somewhat categorical statements will serve the ends of breadth and of brevity. 

What is the NRA in antecedents? Both in personal claimants for a share in 
its origin and in the philosophies of purpose the bill from which the NRA came 
was of a mixed, if not of a contradictory, origin. In the spring of 1933 there came 
to the country and to Congress from business men, politicians, Administration 
advisers, and economists various suggested plans of recovery. In the Act which 
Congress passed many of these authors saw sufficient likeness to their own sug- 
gestions to justify them in laying some claims to parenthood. It is doubtful if 
even the legislative genealogists of the future will risk definitive statement as to 
the personal origins of the law. 

The philosophies were as varied but more easily identified. There must be 
included: the Black bill, proposing to limit hours of work to thirty per week; 
then current proposals for stimulating or fortifying the profit motive—by govern- 
ment guarantee or otherwise; the then current interest in planning; desire to 
modify the anti-trust laws; desire to modify the severity of competition; a fixed 
minimum wage. 

What is the NRA in terms of work performed? No summary can state the 
amazing quantitative output of the NRA. On the basis of thousands of formal 
and informal hearings there have been produced well over seven hundred master 
and supplementary codes and nearly six hundred amendments to these codes, 
covering more than twenty-two million employees, and administered through 
some six hundred and fifty national code authorities. This without mention of 
the Blue Eagle Campaign. 

What is the NRA juristically ? Assuming the constitutionality of the Recovery 
Act, it appears to be the most extensive transfer of Congressional power to an 
administrative agency ever made in this country in times of peace. It is a part-— 
an imposing part—of that remarkable development in administrative legisla- 
tion and adjudication which is an aspect of current history. It is one of some 
fifty or sixty federal administrative authorities of various kinds which now exist. 

What is the NRA politically ? Using the term “politically” in its technical sense, 
that is, in terms of governmental organization, the NRA has brought a great ex- 
tension of economic control into the hands of business men and to a lesser 
degree into the hands of the federal government. Such government through 
business agencies raises every issue of representative government and of the 
substantive content which may be looked for when great power is placed in the 
hands of interested groups. 

What is the NRA in terms of economic effects? These are chiefly its effects 
as an inducement to recovery, its effects on labor, the effects of trade practice 
provisions in codes in reshaping the nature of economic organization. The 


"The material contained in the papers which this statement summarizes will appear in 


extended form in publications resulting from a general study of the NRA, being made by the 
Brookings Institution. 
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former two are mentioned below; of the latter it may be said that judging from 
code provisions, without reference to the degree to which they can be or are being 
administered, the effect upon the plane of competition has been small. Something 
has been done to facilitate competition, but the major effect has been to extend 
control over prices, production, and freedom of movement to industrial groups. 
To a lesser degree it has be een oon to government. 

What is the NRA socially ? The codes have achieved a great step toward the 
elimination of industrial chil in labor; they have involved extensive experimenta- 
tion with a inion, wage. The NRA as an institution has provided stimulation 
of almost endless discussion of economic questions, a distraction at a time of deep 
depression, and a stimulant to morale. 

What is the NRA in terms of practical politics? Politically, the NRA is a 
problem. It has given to some groups a degree of what they desired, but the re- 
sults have not been found uniformally satisfactory to these groups. To other 
groups it has held out things difficult, if not impossible, of accomplishment. Yet 
the forces which worked for the passage of the Act are still strong. 

GEORGE TERBORGH: If we may judge from the utterances of official spokes- 
men, the NRA hoped to advance recovery principally by two lines of action: rais- 
ing the wages and thus the “purchasing power’’ of certain classes of employees; 
granting to employers certain mechanisms for preventing what is vaguely known 
as “‘cutthroat” price competition. Of these two the first was considered the more 
important. 

The expectation was that wages would be raised in advance of prices, and that 
the enlargement of pay rolls resulting from higher wages would expand the 
volume of goods and services taken off the market. The failure of the NRA to 
control price advances, however, and the delay in getting codes in operation, 
served to defeat this expectation. By the time the codes raised wage rates, prices 
even at retail had advanced enough on the average to offset the gain in pay rolls 
attributable to wage increases. What the NRA gave with one hand it took away 
with the other. 

While it thus failed, by and large, to raise wage rates in relation to prices, the 
NRA did advance substantially the general level of both. In view of the low 
general level of income and expenditure then prevailing and the drastic reduc- 
tion of the effective medium of exchange by which business had to be transacted, 
this sudden boosting of cost and price levels was untimely. It promoted scarcity 


rather than abundance. It was, moreover, so arbitrary and promiscuous in char- 
acter that it aggravated instead of corrected many of the worst internal mal- 


adjustments in the cost and price structure. Most notable of these were the mal- 
adjustments that retarded the revival of the construction and capital goods in- 
dustries. 


While it is believed that the NRA on the whole retarded rather than helped 
recovery as it actually worked out, it is believed also that it would have retarded 
recovery had it worked out as its promoters originally planned. 

Lewis L. Lorwin: The labor aspects of the NRA may be summarized as fol- 
lows: 

1. The NRA represents the emergence of an indirect method for enacting 
federal labor legislation by industries on a nation-wide basis. 
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NRA Examined 3 


2. The independent labor boards are the nucleus of a new federal machinery 
for introducing a system of collective bargaining into American industry. 

3. The NRA so far has proved to be a rather inadequate device for federal 
labor legislation. Excepting wage minima and hours, the codes by and large 
have reflected the status quo ante. 

4, The independent labor boards have done their best to make Section 7 (a) 
a reality and to lay down concrete rules of collective bargaining. They have 
had to contend with employer resistance. The NRA’s Compliance Division and 
the Department of Justice have been slow in coming to their aid. The influence 
of the boards on the structure of industrial relations has thus been small. 

5. Of “united action of labor and management” there has been little, except 
in industries in which labor unions were well established before the NRA. 

6. The development of “‘industrial self-government” has been lopsided, except 
where trade unions were strong enough to get adequate representation on code 
authorities. 

7. Perceptible shifts in the balance of capital-labor bargaining power have 
taken place in favor of labor in the needle trades, in coal mining, in the building 
trades, and in a few other industries. Elsewhere, the gains to organized labor 
have been largely offset by the growth of company unions. 

In relation to labor, therefore, the NRA may be said to represent a bundle of 
missed opportunities, halfway compromises, and unpremeditated achievements. 
Its effects on employer-employee relations and on the status of labor in industry 
so far have been spotty. But the NRA still represents in principle a great social 
advance in so far as it recognizes the obligation of society to secure a living wage 
to its workers and in so far as it invests the government with the function of 
planning a stable prosperity for the nation as a whole. Those who hope for a 
return of “normalcy” fail to realize that with all its failings the NRA is a land- 
mark in the evolution of our economic system towards a régime of contractual re- 
lations between organized groups under government control. 

PauL T. HOMAN: An important point of public policy now in issue is the 
forms and powers of collective agencies in the control of economic activity. Code 
administration under the NRA throws some light on the questions involved. 

1. The “control of the market’ principle, which dictates code groupings, 
inevitably leads to numerous small groups. The delimitation of code groups does 
not create areas appropriate to administering the various types of code rules, 
especially labor rules. 

2. Difficulties arise from the technical structure of industries, from specific 
types of code provision, from personnel of administrative agencies, and from 
underlying sentiment. Local administration is especially troublesome. Access of 
competitors to intimate business data raises serious difficulties. Code authorities 
tend to engage in administrative modifications of the law. Controlling groups in 
industries also attempt by persuasion or coercion to exercise fuller control of the 
market than the code authorizes. 

3. Statistical reporting of a publicly useful character is little developed. 

4. Code authorities are unable to co-operate in settling jurisdictional questions. 
Interindustrial competitive relationships threaten the administrability of various 
code provisions. 
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5. Code authority organization and action have been greatly delayed by NRA 


procedure. This fact is used to support a demand for less supervision by NRA. . 


But code authorities are not to be relied upon as proper public agencies for ad- 
ministering law. Due to the imperfections of codes, important questions of prin- 
ciple and policy are involved in the early implementation. ? 

The NRA is still partially paralyzed by conflicting opinions on policy, and by 
the dilemma of having policies contrary to the provisions of codes. 

6. The quality and training of the administrative officials is critically im- 
portant, and the provisions for securing a competent personnel are inadequate, 

7. The present basis of code authority membership is inappropriate in view of 
the powers exercised. Functions should be more limited or their membership 
expanded to include other interests. In the latter case there exists a serious threat 
to the principles of business enterprise. 

8. A redefinition of the ends of the NRA effort, as well as revision of the 
scope and reconstruction of the means, are unfinished business on the current 
agenda. 

BLACKWELL SMITH: My chief difficulty with most of these papers, besides 
bias, is the excessive use of theoretical logic, without sufficient search for the 
fallacies that so frequently accompany a strictly logical approach. An example 
of such fallacies i is contained in the reference that has been made to the spread 
of purchasing power and the counteraction thereof by the increased cost of living. 
The fallacy lies in the fact that the purchasing power contributed by the National 
Industrial Recovery program was not in fact distributed in the first instance over 
all gainfully employed. However, Mr. Terborgh did elect so to apply purchasing 
power in his analysis with the result that purchasing power of each gainfully 
employed individual in the United States was increased only by an amount roughly 
equivalent to the increasing cost of living. The facts are that the purchasing 
power applied to the groups of industrially gainfully employed, to which it was 
in fact paid, produced an increase in purchasing power for the group of indi- 
viduals affected amounting to approximately 25 per cent in excess of the rate at 
which such group received income in April, 1933, after adjustment for the in- 
creased cost of living. This vast, increased fund of this group was actually made 
available for the purchase of goods by the group of individuals who received it 
in excess of the funds theretofore received by that same group. That such an 
actual fact was a negligible consideration in recovery cannot rightly be supposed. 

The suggestion has been made that the accomplishments of NRA that must be 
grudgingly conceded have been unpremeditated accomplishments. Wise men 
once demonstrated to their own satisfaction that Christopher Columbus could not 
by sailing west reach the opulent east—too much logic. Christopher never did 
reach the golden east but he discovered a new world. This was a clumsy and 
unpremeditated accomplishment. 

What do I think NRA is: In my opinion, it is an administrative device for 
grappling with our industrial economy and finding out what it really is (by experi- 
ment and other methods of fact finding) and aiding those involved in our in- 
dustrial economy so that it may serve the public interest in the efficient function- 
ing thereof and the widespread employment that can only go with such condition. 
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NRA Examined 5 


In my opinion, NRA should deal in regulations which compensate for evil and 
harmful natural or competitive tendencies which cumulate instead of offsetting 
by check and balance as they are supposed to do. 

I submit the following hypothesis as to the operation of NRA on recovery to 
date: (1) that the consumers goods industries (including automobiles and radios) 
are the most susceptible of treatment during the uncertain days of a nascent re- 
covery; (2) that a healthy consumers goods group of industries (a) would itself 
be able to stand the greatest immediate increase in pay roll burden; (b) in the 
form of larger pay rolls, which would go back into consumers goods, could do 
itself and agriculture most good by putting out the larger pay rolls; (c) would 
furnish the largest immediate market for durable goods; (3) that failure to re- 
duce the usual great lag in pay rolls on the upswing of early recovery, especially 
in view of individual consumers’ shrunken pocketbooks, would leave the con- 
sumer goods improvement unsupported and would produce a serious, spiralwise 
collapse following the first rise; (4) that the improved capital and credit condi- 
tion, especially in the consumers goods industries, arising from enhanced in- 
ventory values, would support a capital levy to be paid out in pay rolls during 
short periods when the temporary conditions of employers would not, on current 
profits alone, cause them voluntarily to pay such pay rolls; (5) that increased 
fixed labor costs would spur efficiency and volume to cut unit costs and would 
spread the costs over a larger number of product units per plant unit; (6) that in- 
creased labor costs in consumer goods industries would spur capital goods pur- 
chases by these industries to increase their efficiency. 

Probable facts against which to check hypotheses: (1) that something equiv- 
alent to a gigantic capital levy actually occurred in trades and industries directly 
affected by NRA (gross pay rolls in manufacturing having increased by 25 per 
cent over April, 1933, after adjustment for cost of living) ; (2) that the threaten- 
ing extreme lag of pay rolls and wage rates and increasing work week as of July, 
1933, was shortened by NRA; (3) that while pay roll receipts went partly into 
old installment debts, outstanding in form of small loans, at first, current figures, 
especially retail, show this phase to have passed; (4) that accompanying an un- 
precedented degree of influence on the part of NRA along these and other lines 
recovery is actually well started; (5) that the health of industry is currently 
actually excellent—43 per cent less commercial failures than April, 1933, and less 
than in 1929; (6) that health and profits of industry plus mandatory labor costs 
are spurring plant improvement, resulting in steady capital goods improvement ; 
(7) that, the consumers goods having had a spurt, including pay roll spurt, the 
capital goods industries are now benefiting and catching up relatively; (8) that 
gains in pay rolls and employment are being held at relatively near peak, pay 
rolls in NRA industries being far in excess of increasing rate of living costs for 
groups affected—not individuals; (9) that labor standards in industries affected 
directly by NRA are substantially improved as to hours, rates of pay (sweat- 
shops gone), child labor; rights recognized; principles of safety, health, etc., 
recognized ; geographical and other wage differentials decreased, etc. 

In general: (1) that organization of industry, which, contrary to belief, is 
largely new, is greatly improved; (2) that policies, organization, processes, and 
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personnel in NRA are improving; (3) that specific studies to discover what has 
happened and a general statistical program are becoming currently relatively well 
organized; (4) that NRA, having demonstrated its capacity to change the course 
of entire industries by administrative action and flexibly to correct mistakes, may 
be expected to use its capacity more in the public interest as knowledge and 
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RATE-MAKING PROBLEMS OF THE TENNESSEE VALLEY 
AUTHORITY 


JAMES C. BONBRIGHT, Chairman 


The significance of this discussion was its emphasis on the dynamic aspects 
of rate-making. “Reasonable return on fair value,” an essentially static concept, 
was relegated to the background and its place was taken by discussion of the 
promotional effect of rate reductions and of the influence of increased consump- 
tion on unit costs. 

Commissioner David E. Lilienthal, of the Tennessee Valley Authority, opened 
the discussion. He called attention to the remarkable increase in domestic and 
commercial consumption in two small cities, Tupelo, Mississippi, and Athens, 
Alabama, following the introduction of TVA rates. Broadly speaking, the new 
rates are less than half of those previously prevailing under private operation. 
In Tupelo the change took place on February 7, 1934, and in Athens on June 1 
of the same year. Domestic consumption per customer increased in Tupelo from 
42 kw. hr. in March to 89 kw. hr. in September, while the corresponding com- 
mercial increase was from 183 to 289 kw. hr. A similar increase took place in 
Athens as between May and September. Gross earnings have already closely 
approached the levels previously yielded by the higher rates. 

The Commissioner also referred to the formation of the Alcorn County Elec- 
tric Power Association, a membership corporation owned and controlled by elec- 
trical consumers. The distribution system of the county was conveyed to the 
Association by the TVA, which had acquired it from the Mississippi Power Com- 
pany for $114,663. The Association is to pay for the property over a period of 
years out of earnings from operation. 

Commenting on Commissioner Lilienthal’s remarks, Mr. Samuel Ferguson, 
president of the Hartford Electric Company, expressed general agreement with 
the rate structures of the TVA. The task of the Authority, he said, is to put the 
country on its feet electrically, and this it is doing with marked success. But he 
objected to the popular misinterpretation of the federal program, which is so 
often interpreted to imply that parallel immediate reductions should be made by 
private companies without waiting for a compensatory increase in consumption. 

As supporting the experience of the TVA in Athens and Tupelo, Mr. Fer- 
guson mentioned his own experiment in using company employees as a laboratory 
for the study of elasticity of demand. Under the stimulus of a 40 per cent dis- 
count for residential use, employees now consume 243 kw. hr. per month on an 
average, for which they pay an average price of 114 cents per kw. hr. 

While agreeing that the TVA rate schedules may well be justified by the ob- 
jective of electrical promotion, Mr. Ferguson insisted that they cannot be used 
for yardstick purposes without qualification. The allowance in lieu of taxes is 
inadequate for comparative purposes, as is the allowance for interest on only such 
portions of the construction costs of dams as is allocated to power as distinct from 
navigation, flood control, etc. But making due allowance for these and other 
differentials, Mr. Ferguson believed that the private companies must accept the 
challenge and must be held responsible for giving equally good performance. 

Dr. Edward W. Morehouse, economist of the Wisconsin Public Service Com- 
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mission, discussed the significance of the record of Tupelo and Athens. It would 
not be safe to attribute all of the increased demand to the rate reductions. Three 
other factors must be considered: the promotion of sales of equipment by the 
Electric Home and Farm Authority; the partial recovery of purchasing power 
during the short periods involved in the comparisons; and the seasonal factor. 

Referring to the Alcorn County Association, Dr. Morehouse questioned whether 
the political boundary lines of a single county mark the best area for a unified 
distribution system. He also commented on the adoption by the Association of 
the same rates for rural and urban customers. Contrary to the implications of a 
recent report by the New York Power Authority, Wisconsin’s experience seems 
to indicate that a blanket rate for rural and urban communities results in a ma. 
terial subsidy for the former at the expense of the latter. Of course the question 
whether or not such a subsidy is justified is not settled by any statistical studies 
of distribution costs. 

Mr. Leland Olds, executive secretary of the New York Power Authority, 
stressed the point that under private management the relationship between rates 
and costs is the reverse of that which is generally assumed. It would be more 
nearly correct to say that unit costs of electricity are determined by the established 
rates than to say that the rates are determined by costs. This paradoxical situation 
is due not alone to the fact that unit costs vary inversely with the amount of cur. 
rent consumed. It is also ries partly to the amazing flexibility of operating costs 
and investment costs under private management. When managers are compelled 
by public competition to reduce rates, they see to it that costs go down. The fac 
that costs are largely de vg mined by rates, added Mr. Olds, may account for the 
surprising but fairly well documented observation that rates in states with notably 

“good” commissions are not lower than rates in states with “weak” or “utility. 
minded” commissions. Strong commissions tend to fix rates on the basis of re- 
ported costs and are seriously limited by legal doctrines in their ability to dis 
allow eaeapegpet | expenses. The result is that companies under the jurisidiction 

| commissions are simply put to the necessity of making their 
costs high enough to justify whatever rates they wish to charge. 

To this remark Mr. Harry R. Booth, counsel for the Illinois Commerce Com- 
mission, took exception, pointing to the relatively low rates prevailing in Wis 
consin, California, and other states, the commissions of which stand in high 
repute. Whereupon the chairman remarked that the dispute might turn on the 
question what one means by a “good” commission. 

Lack of space forbids a résumé of the discussion from the floor, which was 
participated in by Messrs. H. A. Fowler, of the Commonwealth Edison Company, 
Paul B. Ziegler, investment consultant, George J. Lahey, of the Republic Coal 
and Coke Company, and Professor Martin G. Glaeser, of the University of Wis 
consin. 
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THE NEW DEAL AND THE TEACHING OF ECONOMICS 
W. H. KiekHorer, Chairman 


JoHN Ise: Students should be required to follow developments in the New 
Deal by reading current magazines, supplementary to the textbook—magazines 
representing different points of view. We shall doubtless have more “new deals’ 
before we get out of the depression, and the students should get the habit of 
keeping track of them by reading journals regularly. Our failure to develop the 
habit of reading good books and magazines seems to me the worst failure of 
college teaching. 

F. B. GARVER: A change in government policy cannot alter economic prin- 
ciples. Relations between facts remain the same whether limited individualism or 
state socialism is the prevailing economic order. Hence the New Deal should 
not have any effect upon the teaching of economics. The various legislative and 
administrative measures of recent months may well be noted in connection with 
the economic laws with which they are in agreement or in conflict. If the state 
should, in the future, pursue the policy of governmental control further much 
more research will be necessary before planning on a national scale will be feasible. 

H. D. GDEONSE: There is a very real danger that the introduction of large 
quantities of material on current policies in introductory courses will lead to a 
movement to eliminate social science courses from curricula because they would 
become a controversial subject comparable to religion and unsuitable for in- 
struction for the same reason. Current policy underlines the Aristotelian inter- 
dependence of ethics, politics, and economics, and reverses the trend from “‘po- 
litical economy” to pure “economics” that characterized the last generation’s 
work. The entire notion of departmental instruction should be reconsidered in 
the light of accumulating experience, especially in the elementary stages. Per- 
haps ‘‘synthetic” social science courses are undesirable, but clearly some collective 
critical effort in economics, sociology, and political science could enrich present 
activities and eliminate some of the present sterile specialization. If economic 
teaching were aligned with the best and most recent work in, say, social psy- 
chology and political science, “good economics” could not be “bad politics’ as 
frequently as is now the case. 

WALTER E. SPAHR: My principal thesis is that political parties and issues come 
and go, governments rise and fall, but the science of economics remains a science. 
In reply to those who insist that there are no economic laws, or that they can 
be suspended, or modified, I would suggest for consideration the law of dimin- 
ishing utility, the law of diminishing productivity, and the discounting by people 
of the future as against the present. I see no relationship between the New Deal 
and the teaching of economics except in so far as the New Deal provides new 
or interesting or startling illustrations to be used by the economist in his teach- 
ing of economic principles. For the benefit of those who apparently think that 
economic principles themselves should be changed in the light of New Deal 
practices, I may point to a few new “principles” in order to show what they 
would be like and how they would conflict with well-established laws and 
principles of economics. For example, we would be compelled to teach that 
standards of living are raised by making goods scarce rather than by making 
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them plentiful. Many additional illustrations of a similar nature could be given. 
FRANK H. KNIGHT: I may suggest that teachers of general economics consider 


a course intermediate between Professor Ise’s reliance on the “pink weeklies” and 


the expounding the eternal and immutable laws of economics after the manner 
of Professor Spahr. Economists might learn something from the New Deal and 
the romantic revolt. There might be less taking sides between abstract liberalism 
and conservatism, and more analytic examination into the conditions under which 
price competition may really bring about a desirable allocation of resources and 
distribution of product. And this might be supplemented by some consideration 
of the possible alternatives in the way of political control, and how they could 
be expected actually to work. 

ERNEST H. HAHNE: The New Deal. has introduced a greater degree of con- 
scious control over competition, price, credit, and the production and distribution 
of wealth, thereby necessitating further qualifications of the underlying assump- 
tions and conclusions regarding freely competitive markets and forcing for con- 
sideration the evolutionary nature of our economic order. To some extent conscious 
control has replaced the abiding faith in individual initiative that had been con- 
sidered “somehow good” by a faith in opportunism, realism, and public interest. 


public interest from sectional, financial, industrial, or other group interests, the 
teaching of elementary economics must strive to develop a thorough knowledge 
of economic tendencies and laws which are commonly accepted by economists. If 
the New Deal must find its way into elementary economics teaching, it should 
be supplementary to a substantial text that constitutes the backbone of the course. 

VERNON A. MuNpD: I have not found that students can profitably spend their 
time studying pamphlets on the New Deal. Primarily students need training in the 
fundamental principles and much of the New Deal legislation can better be pre- 
sented in class by the teacher as illustrative material. Important problems in eco- 
nomic theory today are the relation of price to cost and the monopoly problem. 
Price fixing under the NRA and the many evils to which it leads can hardly 


be discountenanced when popular texts say that competitive price is “fixed by 
cost of production’”’ or ‘‘is determined by cost of production.” 
H. L. Jome: Teachers should stress the functional operation, not the structure, 


of society. Production, distribution, exchange, and consumption are common to 
all economic systems. Emphasizing these fundamentals, we may ignore many 
passing details. Economic principles which are valid in the long run may not 
work out immediately. In emergencies government will often attempt to hasten 
their action, But such priming or leavening may represent mere alterations in 
public policy, not changes in economic theory. Economic principles reveal a his- 
torical continuity. They are influenced by, and in turn they influence, existing 
economic conditions 

JoHN R. Commons: When I came to this meeting I was thinking the New 
Deal would be a good beginning for sophomores in studying economics. Aftet 
hearing the speeches I now feel the beginning course should be entitled, What 
is the Science of Economics? I see that those who wish to begin with the New 
Deal figure out that economics is a finished science and they will bring together 
the economists of the country to agree on what are its finished laws. Then they 
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will appoint a committee to come down from the mountain and hold these laws 
up before the New Dealers and say, “Thou shalt not disobey the Lord thy God!” 
That is the way they would begin New Deal economics with sophomores. 

I think I would begin differently. I would say to the sophomores, ““We are 
beginning to find out what is the science of economics and what are its laws.” 
And I would ask, “When did it begin? Who began it? What were its results? 
When were its laws finished? Who finished them ?” 

I have examined the elementary textbooks of the physical sciences for sopho- 
mores. Take the science of physics. They begin with Archimedes. What were the 
laws of physics after Archimedes? Then they take what Galileo added. What 
were the laws of physics then? Then they take Newton and turn upside down 
the old laws of physics. Today, after radium and Einstein, their science of physics 
is again revolutionized and is worse confused than the science of economics. It 
has no fixed laws. 

I would begin teaching the science of economics with Adam Smith. What 
were the laws of economics after he wrote? On examination I find that all of his 
so-called “laws” were adopted by the French Revolution. In the midst of that 
Revolution came Malthus. He introduced the law of diminishing returns, which 
Ricardo afterwards took up, but reversing everything that Malthus concluded. 
What were the laws of economics after Malthus and after Ricardo? Malthus had 
even to reverse the idea of God to fit his laws of economics. This gave Karl 
Marx a chance to follow Ricardo which he did quite literally and ended in the 
Russian Revolution. Then came in the Austrian and neo-classical economists whose 
theories were finished about thirty years ago. What were the laws of the science 
of economics after they finished? Why did they have no place for a world war, 
revolution, and post-war depression? Malthus and Ricardo came in the midst 
of the effects of a former world war. I think after this World War is finished 
there will be a lot of new laws of economics. 

One source of new laws of economics will be the theory of political economy 
of the Supreme Court of the United States. The Court’s theory of value comes 
from Henry C. Carey, the American economist of 1840, who founded the Amer- 
ican theory of protective tariff, exactly opposite to the preceding theories of free 
trade. Neither the Court’s theory nor Carey’s theory of value seem ever to have 
been admitted by economists into the science of economics. They thought it vio- 
lated economic laws, which it did as the science of economics then stood. Neither 
traditional nor New Deal economists seem to have known that theory. Hence 
I think many of the laws of the New Deal will be declared unconstitutional. 
I am sorry because I want to see them made constitutional. Yet the Supreme Court 
is the authoritative faculty of political economy in the United States, and its 
theory of value will be forced into the science of economics and into New Deal 
laws that will be made constitutional. 

H. L. McCRAcKEN: The discussion thus far on the New Deal and the teaching 
of economics has brought out two pretty distinct views. One is that the classical 
principles of economics are still the basic principles, and the automatic forces 
functioning through the old law of demand and supply will be the major forces 
operating to bring about recovery. The other is that the economic order had come 
to such a pass by 1933 that a considerable amount of government intervention was 
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necessary, and any realistic attempt to teach economic principles must reckon with 
that fact. 

Beneath these two conflicting views lies a fundamental issue of far-reaching 
importance. Why have not the automatic forces yielded more of equilibrium? 
Primarily, I should say, it is because there has crept into the industrial order a 
measure of rigidity. Is it necessary, then, to modify economic theory and the 
teaching of economic principles in the light of new conditions? I think Professor 
Commons has given us a clue to the answer in that section of his new work on 


institutional economics which he calls ‘Efficiency and Scarcity.” Classical econom- 
ics has taken it for granted that men and business organizations follow the effi- 
ciency route in adding to their wealth and purchasing power. Yet, today great 


segments of industry are trying to improve their financial situation by following 
the scarcity route. In many instances, particularly where an element of monoply 
is present, they attempt to improve their operating statement, and expand net 
profits by producing less goods, not more. 

When our whole industrial system is in the grips of a vast world-wide depres- 
sion, and one segment of industry tries to find the way out by taking the efficiency 
route, yielding increased supplies and lower prices, while another segment takes 
the scarcity route, rigorously maintaining high, and almost frozen, price structures, 
by operating at low fractional capacity, then we may well be assured that time 
will not cure the disequilibrium, nor the functioning of the automatic forces bring 
about the balance in production essential to general prosperity. 


Professor Willford I. King expressed the view that the effect of the New 
Deal upon the principles of the science is no greater in the case of economics 
then in the case of geometry. Nevertheless, the New Deal must be taken into 


account by the teacher of economics, since it has given the prestige of official en- 
dorsement to a choice collection of economic fallacies. Under these circumstances, 
it becomes incumbent upon the teacher in his function as a purveyor of truth to 
refute these fallacies. 

Professor King expressed doubt as to the wisdom of advising students to read 
the popular magazines in order to familiarize themselves with the controversies 
concerning the New Deal. He held that few of the articles supporting either side 
of the issue present sound economic doctrine, and hence that little is accomplished 
except the steeping of the mind of the students with fallacies and these fallacies 
can be uprooted only by expending on the process a great amount of time and 
energy. 

Professor King concluded with a plea that economists unite on a common set 
of definitions, cease wrangling in the popular press over minor issues, and present 
a united front on the major principles of the science. 


ta 


THE PATHS OF ECONOMIC CHANGE: CONTRASTING 
TENDENCIES IN THE MODERN WORLD 


By CALVIN B. HOOVER 
Duke University 


In pre-War days when anyone thought or talked about the possibility of 
a fundamental reorganization of economic society, it was usually assumed 
that the driving power of such a reorganization would be furnished by the 
laboring class. It is true that even Marxists differed among themselves over 
the way in which socialism would replace capitalism. All factions, however, 
were united in their belief in the overwhelming importance of the rdle to 
be played by the proletariat in the destruction of the capitalist system and 
the creation of a new system. It was not only Marxists who believed that the 
end of laissez faire capitalism, if it ever were brought about, would be 
caused by the growth in numbers and hostile will of the proletariat. Prac- 
tically no one visualized the possibility of a fundamental and drastic change 
in the economic system, the mass power for which would be furnished by 
any class other than the proletariat. 

At the present time, however, we are confronted by the fact that three 
of the great European powers have fundamentally changed their economic 
order and that in only one case has the change been brought about primarily 
by or in the interests of the proletariat. In both Italy and Germany it was the 
non-proletarian classes, particularly the middle class elements, which were 
responsible for the change. The economic legislation of the New Deal was 
brought about by pressure from almost all classes in the United States. 
Support for the economic experiments of the New Deal in the last Congres- 
sional election came from all classes except the most conservative. In all 
other important industrial countries throughout the world in which there 
exists the possibility of important economic changes, these are much more 
likely to be brought about by the non-proletarian classes than by the prole- 
tariat. This is the most outstanding development in the entire process of 
economic change which has taken place since the War. 

The significance of this development has been largely obscured by the 
brilliance and simplicity of the Marxian-Leninist analysis which has so 
impressed economists that they have not realized to what an extent the 
changes which are taking place in Italy and Germany constitute a basic 
reorganization of the economic systems of these countries,;Communists say 
of German national socialism and Italian fascism that they represent no’ 
fundamental change in the economic order. They say that capitalism still 
exists in these countries and will continue to exist until such time as the 
system is overthrown by the dictatorship of the proletariat. According to this 
analysis, fascism and national socialism are the creation of capitalists who 
were frightened by the specter of an imminent communist revolution. Fascist 
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and national socialist leaders like Mussolini and Hitler are only the tools 
of the frightened and desperate capitalistseThe capitalistic interests which 
dominate Hitler, for example, are personalized in Thyssen. Both German 
national socialism and Italian fascism, so the theory runs, represent a late 
and decadent form of capitalism. This final stage of capitalism will soon pass 
away to be succeeded by the October Revolution and the dictatorship of the 
proletariat. So runs the communist credo. This theory of the nature of 
fascism and national socialism is widely held, of course, even by non- 
communists. 

It is my contention, on the contrary, that both fascism and national 
socialism constitute an important and fundamental change from old style 
capitalism. I believe, indeed, that there are perhaps greater resemblances 
between national socialism and fascism on the one hand and the soviet system 
on the other than there are between national socialism and fascism and 
old style capitalism. Furthermore, there is little reason to believe that national 
socialism and fascism are any less a permanent order or an end product 
than the soviet system in Russia. Indeed the only reason for supposing that 
either Italian fascism or German national socialism has founded a less 
permanent economic and social system is the undeniable circumstance that 
there are particular factors in the case of national socialism in Germany 
which are likely to produce a European war. Aside from the present threat 
of war there is no substantial evidence that the system of Stalin will endure 
longer than those of Hitler and Mussolini. 

In what way does either fascism or national socialism differ from typical 
capitalism as it existed, for example, in the United States in 1929? It is not 
feasible in the time at my disposal to discuss the corporative state in Italy 
and similar plans for such a state in Germany. We can enumerate the fixing 


of prices and wages and the domination of the election of directors of 
corporate enterprise by the National Socialist Party in Germany, the rigid 
control of exports and of foreign exchange in both Germany and Italy, and 


still be met with the retort that these changes are not fundamental and do 
not determine the essential character of the economy. It would be admitted 
that laissez faire had indeed been largely destroyed in these countries but 
it would be charged that capitalism nevertheless remains. 

It is perhaps permissible still to apply the term capitalism to the economic 
system existing in Germany and in Italy, but it seems only realism to recog- 
nize that a basic change in the economy has taken place when laissez faire 
has been quite generally abandoned both in principle and in practice. It is 
my belief that the laissez faire aspect of modern capitalism has been perhaps 
its most determinative characteristic. Whenever laissez faire is abandoned, 
something drastic has happened to the capitalist system. 

Capitalists are much more firmly wedded to the laissez faire system. than 
is commonly thought. Mussolini has been able to make decidedly slow 
progress towards his corporative state because of the strenuous resistance 
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of Italian capitalists to this reorganization of industry. It is perfectly true 
that each capitalist is quite willing to accept or will even work desperately 
to obtain special intervention on his own behalf by government. It is a rare 
industrialist who is not glad to obtain tariff protection for his industry, a 
fat governmental contract, or a subsidy for his shipping or aircraft concern. 
But general restraint, limitation or direction by government, the business 
man violently resents. 

Capitalists do indeed often support fascist movements but they do so 
either because they expect special favors for their own enterprises, because 
they hope to get a balanced budget, or because they hope to have labor 
unions supplanted by company unions. Rarely indeed do capitalists support 
a fascist movement because they believe in the desirability of eliminating 
laissez faire as a general principle. 

Nevertheless the essence of both national socialism and Italian fascism 
is opposed to laissez faire. Italian fascism insists that the interests of the 
pation must be placed before those of the individual or his property. Thus 
an owner of agricultural land may be compelled to raise wheat instead of 
sheep and employ more labor than he would find profitable. It may well be 
that the limitations upon the laborers are more onerous than those upon 
property owners. But the fact remains that property rights of individuals 
and the right of the capitalist to do whatever he likes with his enterprise 
are restricted in the interest of a group. The paramount interest for German 
national socialists is the race rather than the nation, but from the economic 
point of view this difference is of small moment. 

Furthermore, an important element in the fascist and national socialist 
systems is the determination to intervene in economic activity whenever the 
interests of state or race demand it. This is more likely to be by direct action 
in the case of national socialism than in that of fascism but the principle of 
intervention is recognized in both. The principle is put into practice in a 
variety of ways, however. The state apparatus may be used to regulate im- 
ports and exports in the interests of national self-sufficiency and security 
both in Italy and in Germany. A direct and stern personal hint to land- 
owner or industrial entrepreneur by a national socialist leader requiring the 
hiring of additional laborers may be the means of intervention in Germany. 
In a word, reliance is not placed upon the automatic operation of economic 
forces to bring about desired results. The state power intervenes whenever 
it seems desirable or necessary. 

It is significant that there are many aspects in which national socialism and 
fascism show a surprising likeness to the soviet system. Contempt for 
democracy, for liberalism, and for pacifism characterizes all three systems. 
The paramount importance of the group and the small importance of the 
individual is likewise a concept common to all three. It will be objected that 
the all-important difference between the soviet system and the other two 
systems is that in the soviet system private property has been abolished and 
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the proletariat is in control, while in Germany and Italy private property 
still exists and the control of the economy is not in the hands of the working 
class. 

It must be noted, however, that the proletariat in Russia is in control only 
to the extent that the Communist Party reflects the will of the proletariat, 
The laborer in a soviet factory has little more to do with the management 
of that factory than if he were working in a factory owned by a capitalist. 
Certainly he has less control over his wages and working conditions than if 
he were employed in a closed shop factory owned by a capitalist. 
A worker in a soviet factory works for wages under a boss very much 
as do workers in Germany, Italy, or the United States, for that matter. I am 
not sure that the circumstance that the director of a factory in soviet Russia 
probably has been a laborer at one time makes very much difference to the 


worker who is employed in the factory. If the laborer in soviet Russia got 
higher pay because he did not have to share the income from the production 
of his factory with stockholders and bondholders and with high salaried 
executives, then it would indeed make a difference to him. If, however, the 


part of the income of the factory which formerly went to capitalists has to 
be deducted from the worker’s pay enevelope to meet various expenses of the 
state, to cover increased costs due to lesser efficiency, and to provide for 
additional capital investment by the state, the absence of the capitalist makes 
little difference to the worker’s income. 

In Germany and in Italy a trend toward what might be called the feudali- 
zation rather than the socialization of property undoubtedly exists. The 
essence of property under capitalism consists in the right of the individual 
to receive an income from that property without performing any service 
whatsoever. In soviet Russia, on the contrary, on account of abolition of 
private property, an individual must perform a service to the soviet state 
in order to obtain an income. In Germany and in Italy the completion of the 
trend toward the feudalization of property would mean that an individual 
could not live from property without also performing a service—economic, 
political, or military—for the state. 

This no doubt is not socialism, but it certainly represents a profound 
difference from the capitalistic theory of private property. It is of course 
nothing new in the world. To a considerable extent this was true of the old 
Prussian Junkers, for example. Bismarck justified their economic existence 
by saying that they furnished a cheap, efficient, and honest staff of state 


servants. Thus also according to national socialist theory a peasant would 
have the right to a homestead on condition that he tilled it and performed 
other duties, such as military service, for the state. The director of a factory 


likewise would receive a salary for services rendered not, primarily, to the 
stockholders of the enterprise which he directed, but to the national socialist 
state. To the extent that fascism and national socialism are likely to develop 
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come and social prestige are determined as nearly as possible by service 
to the mation or race, there would then be a strong resemblance on this 
point between them and the soviet system which makes personal rewards 
dependent, in theory at least, on service to the soviet society. It may at 
once be objected that no such evolutionary trend is discernible in Italy 
or in Germany. Personally, I am convinced that this trend does exist. There 
is also tangible evidence of an intention to develop this policy. It is easy 
to discount this trend and to say that it represents only a pious hope or a 
definite insincerity but I do not think it should be so discounted. 

If one in addition could imagine the national socialist state, for example, 
after a score of years of evolution, with all dircctors of industrial enter- 
prises appointed by the National Socialist Party just as red directors are 
appointed by the Communist Party in Russia, then there would be further 
very marked similarities between the soviet state and the national socialist 
state. Lest it should be said that my assumption of national socialist ap- 
pointment of the directors of industrial enterprises is purely suppositious, I 
may say that this practice under various forms has been one of the most 
interesting aspects of national socialist economic policy. 

I do not mean to say that the national socialist state and the soviet state 
of fifty years hence are likely to be identical. Obviously many important 
cultural values would be radically different. The national socialist state 
would probably be much more of a peasant, military, aristocratic, and semi- 
feudal sort of state. The soviet state would likely be more urban, rational- 
istic, and industrial in its culture. 

In Russia, Italy, and Germany basic economic change took place through 
dictatorial and more or less violent means. In the United States economic 
change is taking place without violence and without dictatorship. It is, how- 
ever, also a perfectly fair question whether or not the economic changes 
which are taking place in the United States are either basic or permanent. 

It is at once apparent that the various measures which comprise the 
so-called New Deal do not make a neat and precise economic pattern. There 
can be no doubt, too, that the framers of the New Deal legislation did not 
have in mind any new and comprehensive economic system towards which 
they hoped to press, however slowly. Not only was there difference of 
opinion among individual framers of legislation as to whether the economic 
changes instituted were to be permanent or only temporary, but many 
individual New Dealers were not decided in their own minds on this point. 
This uncertainty still continues. Some still believe that when the long hoped 
for return of prosperity comes we shall revert to the system of 1929 without 
substantial change. If these are right, then it would be inappropriate to 
discuss the New Deal as one of the new paths of economic change. 

It is my own conviction, however, that a return to the 1929 system for 
any length of time is an impossibility. In the first place, I am convinced 
that if we simply junked all New Deal legislation and did nothing else, a 
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return of the 1929 prosperity would be extremely unlikely. Further, if the 
1929 prosperity could be restored in this way we would always be faced by 
the imminent recurrence of a similar debacle. Large-scale methods of pro- 
duction and the types of business organization consequent to these methods 
of production, together with the inherent deficiencies in our system of 
bank credit creation, effectively dug the grave of old style laissez faire 
capitalism. 

Under our system as it functioned prior to 1929 we did not have the 
flexibility of prices, wages, interest rates, quantity of money, etc., that was 
requisite to the creation of sufficient purchasing power to market the product 
which the economy was fully competent from a technical point of view to 
produce. It would pe rhaps be more exact to say that although at times we 
approached reasonably close to our maximum existing productive capacity 
we did so only by a pies ss which made an economic collapse inevitable. 
The effect was to render largely inoperative the principle of Say’s Law, 
upon which principle more than upon any other the effective operation of 
a laissez faire economy depends. 

I know that there is far from common agreement that this is so. I respect 
the opinion of those economists who disagree with this conclusion even 
while they recognize that competition had become so restricted that the 
control of production through price had been gravely impaired. These 
economists maintain that competition can be forcibly restored and laissez 
faire capitalism revived. I do not have this same faith, but it is a point of 
view which can be respected. It is less easy to understand the point of 
view which holds either that the economy was effectively regulated by price 
established in the old style open market or that we would still have an 
economy automatically regulated by price if all prices were monopoly prices. 

If one assumes for the moment that we are not going to return to the old 
system, what can be said of the economic order which is to supersede it? 
Will the economic order twenty years from now be founded upon a com- 
pound of the AAA in agriculture, the NRA in industry, and the theory of 
varying the weight of gold in the dollar? Is it possible to find in New Deal 
legislation even the emb yryo of a new economic order? 

I do not think anyone can answer with certainty. We know that the 
basic policies of NRA remain uncrystallized. We do not know whether its 
organizational form is to remain. We do not know what organizations would 
take over its functions if at some future time the National Recovery Ad- 
ministration should be disbanded. No one can be sure what functions 
would be retained if they were to be administered by some other body. 

Similarly we do not certainly know whether the Agricultural Adjustment 
Administration would be retained by a later Administration, or whether its 
present policy and program would be closely followed if it should be re- 
tained. What, then, is likely to be permanent about the New Deal? 

There remains first the repudiation of the belief that economic affairs 


| 


The Paths of Economic Change 19 


will run themselves if left alone. I can believe that by this time many men 
who have to administer New Deal legislation wish that economic affairs 
would run themselves. But I believe that few New Deal administrators, as 
a result of their experiences, consider that possible. From a positive angle 
this means that in the future the government is likely to continue to intervene 
in economic matters whenever it seems necessary and that in addition we 
can expect government to control, regulate, or take over those economic 
functions which it becomes obvious cannot be left to manage themselves. 

It should not be forgotten that neither national socialism nor fascism had 
worked out an economic blue print when they were adopted. The economic 
policy and program of both national socialism and fascism have been 
developing by a sort of trial and error method, although this is more true 
of fascism than of national socialism. 

By contrast, the bolsheviki had a much more definite concept of the kind 
of economy which they hoped to create. Yet even in Russia there have not 
only had to be temporary halts and deviations from the direct line of march 
to the classless socialist society but there have been fierce arguments and 
struggles within the Party over the essential nature of the socialist society 
itself. 

An example of this is the controversy over whether or not there should 
be equality of compensation in a socialist society. Opinion and practice has 
swayed violently back and forth but the official dictum now seems to be 
that equality of compensation is not to be considered as desirable even when 
a completely socialist society is attained. The dictum is explained in terms 
of the greater needs of the engineers, executives, and skilled workmen who 
receive the higher compensation, but the theory comes surprisingly close to 
the capitalist theory of reward according to productivity. 

To return then to the point which I have been illustrating: although 
the development of the future economic policy of the United States will not 
be guided by as definite an economic and social philosophy as that possessed 
by Italian fascism, German national socialism, or Russian communism, yet 
actual economic policy has had to be developed experimentally by these 
other three economic systems as well. 

The obvious difference between the path of economic change which we 
are treading in the United States and the paths of Italy, Germany, and 
Russia is that although, like these countries, we are being forced by the 
inevitable pressure of events away from a system of laissez faire, we are 
nevertheless trying to retain political democracy. 

The development of a system which will combine democratic and parlia- 
mentary institutions with those of a directed economy presents extremely 
difficult problems. It is easy enough to say that old style laissez faire capital- 
ism has broken down and that the only alternative is an economy which has 
a much higher degree of conscious control. It is going to be vastly more 
difficult to work out the actual means by which the economy is to get itself 
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managed or directed. What interests are to be recognized in managing the 


different elements in the economy? Should a government appointee represent . 


all groups or should the interests of labor and consumer, of stockholder 
and bondholder, be specifically represented in dealing with the corporate 
management of industry? 

It would be an ideal solution, doubtless, if legally and morally the 
directors of corporations could achieve the status of representatives of the 
public interest. But thi is is only stating the problem, not solving it. How is 


this new status to be brought about? How would the directors of corpora- 
tions be elected or aj olan under the new dispensation? If the present 
system, which is a combination of self-perpetuation and election by stock- 


holders, is continued, what reason would there be to suppose that the 
behavior of corporate directors would be materially affected? 

If directors are appointed by government, other difficult problems arise. 
Where is the personnel to be obtained to manage industry? If corporate 
directors exploit their own stockholders now, would personnel installed by 
government be any more honest? If we attempted to solve the dilemma 
by extension of civil service requirements, how could the weight of an 
unwieldy bureaucracy be avoided? 

National socialism, Italian fascism, and Russian communism attempt to 
solve the dilemma by inculcating in the bureaucracy fanaticism and rigid dis- 
cipline. This has been accompanied by a corresponding hate of other classes, 
races, or nations and by the suppression of individual liberty. Democracy 
cannot, however, rely upon fanaticism and rigid discipline. Its personnel 
problem has to be handled by other techniques. We will be fortunate if by 
any method personnel who are both adequately trained and morally te- 
liable can be developed as rapidly as economic exigencies are likely to de- 
mand it. 

These difficulties bulk so ates that if it were only a question of a free 


choice between an administered economy and a laissez faire economy con- 
trolled by competitive prices, I doubt if the change to an administered eco- 
nomy would ever take place. 

Economic evolution has probably taken the choice out of our hands—if 
indeed the development of economic institutions ever does depend upon 
choice. The most which can be hoped for is that we will not be confronted 
by the necessity for accepting a completely administered economy. If ad- 
ministration by governmental agencies can be confined to those elements 
of the economy without the control of which the economy would not func- 
tion at all, then, no doubt, the difficulties inherent in a period of economic 
transition can be resolved. Even if governmental participation in manage- 
ment of the economy can be he id within these limits, its compass is likely 
to extend far beyond that existing prior to the depression. 
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BUSINESS ENTERPRISE: ITS PRESENT STATUS, FUNCTIONS AND 
LIMITATIONS, AND TENDENCIES SHAPING ITS 
DEVELOPMENT 


By GrEorGE SOULE, Editor 
The New Republic 


While the phrase “business enterprise,” with all the flattering associations 
with which it was endowed by the early theorists, is still in common use as 
a description and defense of the existing economic order, students have been 
revising their concepts of the institution and their estimates of its useful- 
ness. As statistical economists gain more knowledge of what actually exists 
in the modern world, a revision of theory has been compelled by their dis- 
coveries. This revision is still far from complete. 

At the beginning, let us summarize briefly the alteration that has already 
taken place in the theory of the subject. In the early days of capitalism, 
business enterprise of course had a definite content. It was the activity of 
business enterprisers, who were, typically, individual owner-managers. We 
learned in our elementary courses that they chose the fields of enterprise, 
risked their savings, organized the factors of production, exercised man- 
agement of the geing concern, acted as agents of society for the formation 
of capital and its application to the satisfaction of wants, and competed 
with one another in such a way that necessary adjustments to changes in 
demand, supply, and price were made quickly and flexibly. While this com- 
petition involved casualties among the competitors, the elimination of the 
losers was a social gain, while the winners were both compensated for the 
tisk they took and rewarded for their more efficient service to the general 
economic good. They were a group of easily distinguishable individuals, 
who, because they were motivated by the search for private gain, performed 
a series of social functions. 

Would an analyst of the present economic complex now identify similar 
persons and endow them with the same functions? He would, no doubt, find 
them in a few industries characterized by small and numerous concerns. But 
in the bulk of production and distribution he would uncover something 
quite different. He would see, not individual owner-managers, but great 
corporations, in which, for the most part, ownership and management were 
separated. He would discover risk-bearing distributed among thousands or 
millions who had no tangible connection with the organization or direction 
of industry. He would learn that the formation and investment of capital 
was institutionalized in great savings and insurance repositories, in com- 
plex and highly speculative financial markets, and in the intricate corporate- 
accounting and financial policies having to do with undistributed profits. 
He would recognize a competition which was so imperfect that in many 
cases it might better be characterized as imperfect monopoly. He would 
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question whether the less efficient business units really were killed off or were 
kept alive by relief, public and private; and even where casualties were - 
found he would be puzzled as to whether they were the less needed pur- 
veyors of public necessities. He would wonder whether the operations of 
these institutions do not do more to prevent quick and flexible adjustments 
under conditions of changing price, demand, and supply than they do to 
facilitate them. 

Where, in such a confusion, resides the identity of business enterprise? 
We need scarcely be reminded that the great formulators of the theory, 
like Adam Smith and J. S. Mill, were thinking so much in terms of indi- 
viduals and small concerns that they regarded the corporation as a suspected 
interloper into their Eden, appropriate only for rare undertakings like bank- 
ing or canal building. We search Smith or Ricardo in vain for a discussion 
of the function of stock markets or of speculation therein. Industry for the 
greater part not being incorporated, there was no important public market 
for its shares. How then can anyone speak of business enterprise in the 
modern world as if he were talking the same language as they and as if the 
phrase carried the same associations? How can one even use the words as a 
description of a many-sided aggregate like, for instance, the United States 
Steel Corporation? 

Analysis is necessary to isolate this bacillus of modern capitalism, if we 
are to study its behavior. The old assumption was that the essential -func- 
tions attributed to it were clustered about, indeed were almost identical with, 
the seeking of private profit. Suppose this element were now removed, what 
should we have left? Clearly the greater part of our economic institutions. 
For the complex originally called business enterprise has been subject to a 
process of elaboration and specialization. Division of labor has been at work 
here as elsewhere. 

The discovery of new fields of enterprise is now the work, not so much 
of individual inventors, as of systematic and co-operative research financed 
by industry, and is performed largely without expectation of profit on the 
part of the salaried scientists and technicians who are engaged. The results 
of this research are customarily exploited, not by individual enterprisers 
who risk their own savings, but by existing business concerns or their higher 
executives. A new corporation may indeed be formed to manufacture 4 
new product, in order to segregate the risk involved and simplify the 
administration, but these corporations are, as often as not, subsidiaries of 
others. Sometimes the financing is provided out of existing corporate funds, 
by decision of insiders, without any detailed knowledge or consent on the 
part of the separate and scattered owners of these funds. But if outside 
help is needed, the capital for new enterprises, like the enlargement of 
capital by going concerns, is customarily provided out of the sale of secut- 
ities, offered by houses of issue who themselves take no risk except the moral 
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one, and who are in essence commission merchants little concerned about 
the success of the enterprise after the securities are sold. Frequently these 
issues Of nominally long-term capital are, in good times, financed by expan- 
sion of bank credit. Decisions as to the purchase of the securities are made 
partly by salaried guardians of accumulated funds, who are remote from 
the actual enterprises, who have little chance to judge their opportunities, 
and who are influenced chiefly by the issuing houses and, to a smaller 
extent, by individuals who may be seeking profit, to be sure, but who have 
neither the slightest initiative in the discovery or development of opportun- 
ities for profit, nor the slightest effect upon or responsibility for manage- 
ment. Blocks of common stock—that part of the capital structure which is 
supposed strictly to represent ownership and to embody the risk—are com- 
monly given as bonuses to those active in the organization of the enterprise, 
to vendors of securities, and others. These gifts are often arranged in such 
a way that they insure control of the enterprise by a group of insiders, but 
they represent no risk of loss whatever on the part of their recipients, but 
merely the chance to realize an operating profit if the enterprise succeeds, 
or even nothing more than the chance to make a profit by resale if an im- 
pression can be created that the enterprise is going to succeed. Detailed 
management of the going concern is customarily carried on by salaried 
executives, who are, in the better organized business, dependent for their 
decisions upon the work of technical staffs in research, planning, adminis- 
tration, accounting, sales, and advertising departments. 

The entrepreneur in his evolution has thus sloughed off nearly every func- 
tion attributed to him. I am reminded of an incident occurring during the 
meeting of certain high-minded experts on rural life with the editors of a 
group of farm journals. “What,” asked one of the socially minded indi- 
viduals, “is the function of a farm paper?” “The function of a farm paper,” 
replied an editor, “is to make a large profit for the stockholders.” Let us 
momentarily drop the word function, with its implication of social useful- 
ness, and inquire rather what part in the community the leading seckers 
after profit compose, what they actually do, and what is the result of that 
activity on the rest of us. It would be deceptive to infer from the foregoing 
that they have been pushed nearly out of the picture by evolutionary 
processes, that they do not still play a dominant role, and that if they were 
eliminated no great changes would be felt. 

First, who are they? Out of our 48,000,000 gainfully occupied in 1930, 
about 10 per cent, or 4,800,000, were technically independent proprietors 
according to an estimate quoted by Ralph G. Hurlin and Meredith B. Givens 
in Recent Social Trends. Between 60 and 70 per cent of the proprietors were 
farmers, probably half of whom had no employees, many of whom owned 
their farms only on sufferance of creditors, and all of whom for other 
teasons can scarcely be classed as business enterprisers. About 1,703,000 
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were retail dealers, mostly small shop keepers, who suffer continual inroads 
from the large merchandizing establishments. That leaves a few hundred 
thousand to be scattered among other occupations, including manufacture, 
construction, mining, and transportation. The status of being an independent 
enterpriser is thus becoming so rare in our major industrial occupational 
groups that it is scarcely to be considered any more either as an influence 
on the general situation or as an opening for the ambitious individual. The 
other universe which bounds those who might be considered as enterprisers 
is the total number of stockholders. Nobody knows how large this is; durin 
the boom, it was stated that there were 18,000,000 listed stockholders, 
taking no account of duplications. If duplication were eliminated, there 
could hardly be more than 5,000,000; the total surely must compose not 
over 15 per cent of the gainfully occupied, and perhaps less than 10 per 
cent. The exact number, however, is unimportant in view of the fact that 
few of them exercise any real choice in the exploitation of opportunities or 
power in the management of corporations. They buy or sell—or are sold 
out—without reference to much except the mood and rumors of the moment, 
and that is all. Studies of Berle, Means, and others, have shown that not 
more than a few thousand have any real power over the large corporations 
which account for a major share of industrial activity, and that perhaps 200 
men are responsible for the great financial and industrial concerns which 
form the center of the system. The behavior of these thousands or hundreds 
is what most concerns us 

In the case of these central men, attempts to draw distinctions among the 
three classes of salaried executives, capitalists, and bankers are fruitless. 
Salaried executives of the higher orders are frequently stockholders and 
dealers in the stock of their own corporations; they commonly receive 
bonuses equivalent to a distribution of profits, and their salaries are so large 
that a generous portion of them can hardly be spent except as profits are 
customarily spent—in the search of new opportunities for profit. In smaller 
concerns as well, it is a common practice for controlling owners to charge 
up as executive salaries to themselves what might otherwise come to them 
in dividends. Nor is it easy, in the higher reaches of capitalism, to draw a 
line between bankers and industrialists, as is often attempted in popular 
discussion. Bankers are directors of numerous industrial corporations, while 
industrial executives are directors of banks. The two groups have an effec- 
tive community of interest, if indeed they are not completely identical. 

The economic activities in which this relatively small group of-men play 
a leading role may roughly be classified as follows: 

1. Decision as to Choice of New Enterprises. They make final decisions 
as to what new enterprises shall be organized, or what new products manu- 
factured and sold by existing enterprises. It is important to understand that 
such decisions do not just happen in an automatic process of nature, but are 
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consciously made, and by the relatively small numbers who control access 
to funds or existing equipment. The Henry Ford who starts with a few 
dollars and a machine shop, acquires necessary initial capital from a few 
personal acquaintances, and builds a great business out of his earnings as 
he goes along, is now so exceptional as to be the sport rather than the 
prevailing type, and is likely to vanish completely in the future. What is 
now a more frequent example is that of the inventor or promoter who be- 
gins in a small way with inadequate funds and equipment, and soon either 
goes under in the uncertainty of the market or is bought out or financed or 
combined by the great interests at the center. Their decision determines 
what undertakings shall have a chance of survival. The typical case of the 
future will probably be like that of cellophane, developed by corporate re- 
search, and launched by corporate initiative. As for new competitors in 
existing industries, it is, in most important industries, impossible to start 
without large and expensive equipment which can be obtained only by ade- 
quate financing, dependent in turn on the decisions of one or more of the 
central group. 

We have no comprehensive scientific test for the social validity of these 
decisions, but only general observation of results. We know that the deci- 
sions are based upon anticipation of profit rather than social usefulness. We 
know that some useful new products have been introduced, but we do not 
know what useful new products have been neglected, suppressed, or un- 
necessarily delayed in introduction. We know that many harmful or useless 
products, or products not worth the amount charged for them in order to 
provide the profit incentive which leads to their introduction, are placed 
upon the market by the creation of a demand for them through false or 
misleading advertising. We know that markets are artificially created not 
only in this way, but also through open government subsidy, obtained by 
the political influence of business, or secret political graft, resulting from 
the cross fertilization of political politicians and business politicians. 

Two other failures of this method of choice, which from the social point 
of view are probably more grave than all the abuses mentioned above, have 
led to retreats of business enterprise which leave the field wide open for an 
advance of social enterprise, already timidly beginning. One is the omission 
to organize production of obvious social necessities where the probable 
effective demand for them is not sufficient to create a profitable market, as 
in the case of high-standard housing for lower income groups. The other is 
spasmodic behavior in introduction of new enterprises, which concentrates 
them in periods of boom and omits to start them in periods of depression, 
when they are most needed as economic stimuli. These two gigantic social 
failures in the exercise of the privilege of decision develop in turn from 
other practices of the ruling group, to be discussed subsequently. 

2. Decisions as to Expansion or Contraction of Existing Enterprises. In 
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this matter, the ruling group is not entirely free to exercise discretion, and 
the social effect of their decisions is, in the circumstances, almost certain to 
be damaging. Expansion is, in general, governed by varied and fluctuating 
market forces. When an industry does not take concerted action, this is likely 
to result, outside of depression periods, in a growth of equipment which is 
at the same time too rapid in relation to the probable effective demand 
and too slow in relation to social need. There may be no real “excess capa- 
city” if the need be judged by the requirements of a high standard of living 
for all, but there is actually unused capacity, much of it in the hands of the 
less successful business units, which often exerts an unfavorable influence 
on business stability. When an industry does practice concerted control, 
and restricts expansion to probable market demand, it almost invariably 
does so in such a way as to affect costs and prices and so to restrict that 
demand to a level even further below social need. In this department of 
activity, also, as in the launching of new enterprises, there is a spasmodic 
behavior which tends to cumulate the forces behind the swings of the cycle, 
at least up to a certain point 

3. Operating Decisions Having to do with Output, Prices, Wages, and 
Accounting. The “‘natural” tendency under a competitive order and ad- 
vancing technique is toward a continuing enlargement of production. But 
the concentration of control in a few hands increases the power to restrict 
enlargement or indeed to reverse it. Any enterpriser will of course gladly 
produce as much as the market demands, but what the market demands is 
in turn dependent on the interaction of price and wage policies of a large 
complex of industrial units, and decisions as to these matters limit the 
market. 

When new techniques make possible more output per labor hour and 
reduce costs, selling prices are not reduced as rapidly nor are money wages 
advanced as rapidly as costs fall. This leads to a failure of effective demand, 
among wage earners in consumers’ goods industries, to grow as rapidly as 
capacity to produce those goods. On the other hand a rapid growth of profits 
stimulates a correlatively active demand for new capital equipment. This 
demand, as long as it lasts, creates prosperity and employment in the heavy 
industries, which may for a time mask the underlying disparity among 
wages, prices, and costs. But eventually an overcapacity to produce con: 
sumers’ goods in relation to the effective demand for those goods appears. 
Instead of making sufficiently prompt and general readjustment of prices 
downward or \ upward, the decision-makers reduce the demand for 
new capital equipment. Thus a downward swing is generated in the heavy 
industries arid spreads to the rest of the system. If at the same time a tempo- 
rary saturation point has been reached in the growth of effective demand fot 
durable consumers’ goods such as automobiles or dwellings, the depression 
will be intensified. 
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Though some may question this analysis of unbalance between prices 
and wages, no one can doubt that price disparities of a different sort 
arise because of the fact that some industries have better control over prices 
and output than do others. Manufacture in general restricts output and 
maintains prices, while agriculture, at least before the New Deal, main- 
tained or enlarged output and let prices fall. 

As to accounting, the search for profit usually leads to a treatment of 
overhead costs which, as is now well known, limits price flexibility on the 
downward side. In regulated industries particularly, accounting is utilized 
in numerous ways by profit seekers to obtain as high a price as possible. 
The serious effects of such practices are concealed in prosperity, but in 
depression are obvious enough to every student. Many economists who 
recognize this fault regard it merely as a mistake of judgment on the part 
of individual enterprisers. Would not more profit, or at least less loss, 
be registered if prices were reduced and sales were thus encouraged? If 
this were true, education of enterprisers in their own best interest would 
alter the practice. But the experience of many business leaders teaches them 
that changes in volume of sales are apparently independent of their in- 
dividual price policies. Larger volume comes as a rule with rising prices, 
and when demand is falling price reductions do not seem to affect it. The 
demand, particularly for capital goods, depends on the behavior of the 
whole complex of institutions rather than on the price for an individual 
article. Change in this policy involves too great a risk for the individual 
concern, and is not likely to be effective in increasing volume without 
appropriate action on the part of many others. A systematic and simultaneous 
alteration of many prices is required, and this adjustment business will 
not deliberately undertake. 

4. Improvement of Bargaining Power. Each business enterpriser seeks 
primarily, not to enlarge the social income, but to enlarge his own share 
of whatever social income exists. Under conditions of perfect competition 
bargaining power is virtually nonexistent except through the development 
of faculties which do enlarge the social income, such as ability to sell at 
lower prices or to offer a better product or service. But a large part of the 
energy of modern business is devoted to projects and devices, in the main 
successful, to defeat competition. Heroic efforts are made to prevent the 
spread of technical knowledge by maintaining trade secrets. Patents are 
exploited and pyramided with great legal skill. Basic resources are in some 
cases successfully monopolized. Sometimes a degree of monopoly results 
from the application of immense capital accumulations to the creation of 
a vertical production process which gives its master the power to undersell 
any threatening competitor, and thus to keep competitors from trying to 
undersell him. Brand and trade names, scientifically meaningless, are made 
into valuable properties by advertising, and aid in controlling markets. No 
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student of the subject needs to be reminded of the many devices like 
cartels, trade association agreements, gentlemen’s agreements, informal un. - 
derstandings of community of interest, which serve to check competition, 
Nor need we be reminded that blockades of international competition by 
tariffs and other trade restrictions are not the work of politicians primarily, 
but of the influence of business enterprisers upon politicians. 

Business enterprise attempts to maintain its bargaining position not only 
in relation to competitors, vendors of materials and consumers, but in 
respect to labor. Immense effort and resources are devoted to preventing 
organization of workers into effective bargaining units. Costly stoppages 
of production are often caused by these efforts, or by subsequent efforts 
to defeat a labor organization, once formed, in a specific bargaining un- 
dertaking. 

The net result of the efforts of enterprisers severally or collectively to 
improve bargaining power is certainly injurious to the social income. 

5. Shifting of Risks and Losses. This is a classification which cuts across 
a number of the former ones, and yet deserves separate mention. A leading 
effort of the business enterpriser, exercised sometimes consciously and 
sometimes through institutionalized habits, is to seek the maximum oppor- 
tunity for profit while shifting to others as much as possible of the risk 
of loss. In the short run, this effort is often highly successful. In the 
investment market, it consists in collecting or allocating from outsiders the 
capital necessary for exploitation, while retaining an instrument of owner- 


ship for which little or nothing is paid, but which retains the right to the 
major share of profits. In the operation of going concerns, it consists in 
paying large executive salaries at the expense of dividends, in stabilizing 
prices at the exper f output, in a general use of superior bargaining 


power. Risk-bearing under our existing system is an attribute, not primarily 
of the business enterpriser, but of the outside stockholders and bondholders, 
the weaker competitors, the farmers, and the workers. Such risk as is 
borne by the inside group is primarily a risk of not making as large an 
income as is theoretically possible, while the risk of the weaker sections 
of the population extends to the limit of complete destitution. In this 
process, however, the business enterpriser accumulates a much larger ulti- 
mate risk of losing everything than if he took all the minor losses as they 
came along. 

6. Maintaining Political Control. A \arge part of the activity of the 
business enterpriser in these circumstances is necessarily political. He must 
contribute to campaign funds, influence legislators and executives, issue 
pronouncements, keep open channels of publicity, enhance and establish 
his status in the courts. He seeks tariffs, subsidies, government ordets, 
public loans to stave off bankruptcy and prevent capital deflation while de- 
flation of other factors is going on, and special privileges of other kinds. 
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He seeks to minimize public competition; he fends off regulation or tries 
to turn it to his advantage if it comes; he uses government agencies to 
diminish the bargaining power of opposing classes and groups; and, in 
general, to protect his power and property. If popular dissatisfaction with 
the state of affairs rises to such an extent that revolutionary changes are 
demanded, and there is a danger that government will pass into hostile 
hands, he may, as in Germany, subsidize and otherwise assist an outwardly 
revolutionary movement which in the end leaves him for a time more firmly 
in the saddle than ever. The business enterpriser likes to mask his political 
activities by speaking as if there were a real distinction between politics 
and economics, talking as if he were engaged solely in economic activity 
and blaming the politician for everything that goes wrong. Nevertheless 
he is being forced more and more into the open in his political activity, 
just as this activity itself has been growing so in importance as to over- 
shadow his efforts in other directions. 

Much of the enterpriser’s contact with other business agencies has long 
been of an essentially political nature. The maintenance of control and 
goodwill, the formation of alliances, and the waging of commercial and 
financial battles of many kinds are essentially political. Business and finance 
have their internal politics which are hardly less active and important than 
the politics associated with government. 


It is difficult to discern any influence which would tend to make business 


enterprise serve social interests with any greater fidelity in the future than 
in the past. The tendency toward concentration is not likely to be reversed, 
and it seems hopeless to attempt enforcement of a sufficiently atomistic 
competition on a scale sufficiently wide so that the antisocial activities of 
the enterpriser will be minimized. Under the New Deal, monopolistic 
practices with regard to output and price policy have been strengthened. 
If the NRA should be abolished and, as a prominent business executive 
has predicted, industry should cease any attempt at planning, old-fashioned 
laissez faire would not automatically return. 

What seems to be happening is that with the progressive integration 
of economic life and the division of labor which has decentralized the 
functions formerly assigned to the business enterpriser, we are developing 
a collective economic structure which is run without much benefit of collec- 
tive incentive. The results naturally are not satisfactory. Some persons 
must make the central decisions still exercised by the characteristic enter- 
priser as described above—the decisions as to the organization and financing 
of new enterprises, expansion of existing ones, and their policies concern- 
ing prices, wages, and production. But it is now conceivable, as it was not 
a century ago, that these decisions might be made by persons influenced by 
a wholly different set of considerations and within an environment of truly 
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social planning. There is an abundance of skill, devotion, and good will 


among the staffs of industry which could supply the basis of such an effort, 
if only the incentive of those who circumscribe and direct their activities 
were different. 

It is frequently said nowadays that business is on trial. This does not 


mean that the whole structure of industry from top to bottom must either 
be kept as it is or utterly abandoned. What is on trial is the throttling of 
our immensely efficient plants and the crippling of the productive power 


of their wage-earning and salaried staffs by the acquisitive habits of com- 
paratively few, and by the attitudes on the part of others, which these few, 
in their own interest, so powerfully influence. I believe the most significant 
fact about business enterprise in these times is that it is becoming steadily 
more possible to segregate the search for private profit from the main 
productive business of industry and to place it on trial without trying 
industry as a whole. The American people will never condemn industry, 
but they may in time come to condemn the vestigial and disturbing remnant 
of profit seekers. The evolution of highly efficient techniques along with 
the continued mismanagement of these techniques by a privileged minority 
is a phenomenon that is socially and politically unstable. 
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PRODUCTION: ITS CONDITIONS, CHARACTER, 
AND STRUCTURE 


By H. S. PERSON 
New York City 


The most comprehensive statement of conditions that have influenced 
production in the United States during the period since the Civil War, 
is that our economy has been changing from one characterized by frontier 
appropriating and exploiting activities, by conditions of scarcity of capital 
and of producer and consumer goods, and by a demand limited to basic 
collective and individual necessities, to one characterized by relatively full 
settlement, complete appropriation and capitalization of natural resources, 
abundance of capital and of producer and consumer goods, enlarged pro- 
ductive capacity and high productivity, increased purchasing power, and 
capricious elements in consumer demand. 

The technological requirements of the Civil War gathered together 
scattered elements not yet incorporated into industrial technology, and gave 
industry suddenly a relatively very advanced technology. Mechanical en- 
gineers became professionally self-conscious and organized a professional 
society in 1880, and the creative work of that group has since had increasing 
influence on production. The construction of the Union Pacific Railroad 
marked the beginning of an extension and consolidation of markets that 
had immediate influence. These two forces exercised such influence on the 
conditions, character, and structure of production generally, that enterprises, 
feeling although perhaps not understanding the changes going on about 
them, spontaneously turned to the mechanical engineers for help in meet- 
ing problems of production, and the “management movement” had its 
beginning about 1885. The impact of the new technology on continuously 
extended and consolidated markets generated changes in the conditions 
governing expanding production, and since that time production has been 
continuously engaged in experiments of adjustment of character and struc- 
ture to those changes. 

Only a few of the changes in conditions covered by this comprehensive 
statement can be considered in detail. 

A period of accelerating rate of increase of population, both natural and 
migratory, has been succeeded by a period of decelerating rate of increase 
of native born and an almost complete cessation of immigration. In the 
earlier part of the period the population factor among others generated 
and sustained a buoyant belief in a perpetual sellers’ market, which caused 
emphasis on fabrication, and with only moderate concern for economy. 
In the latter part of the period the assumption of a perpetual sellers’ market 
began to fade, and emphasis was increasingly transferred to economy in 
fabrication and to the marketing phase of production. 
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Natural resources have been abundant throughout the entire period and 


this has influenced the nature and structure of production with respect to | 


productivity, income, and purchasing power. As potential abundance has 
become more and more realized, two forces have had especial influence 
on the character and structure of production; extension of the range of 
utility of materials through synthetic treatment, equivalent to a considerable 
increase in variety of materials, and ownership controls of materials through 
relatively complete appropriation and capitalization. 

Science and technology, through extension of the variety and functional 
uses of materials, the discovery of new products and new processes, the 
invention and perfection of machines, tools, and apparatus, and even of 
new and more effective methods of organizing and controlling the factors 
of production, have had perhaps a more observable and measurable influ- 
ence than any other of the factors to which attention is here directed. 
Especially noteworthy is the progress in command over energy. The earliest 
machines were essentially elongations of arms and legs and depended 
generally on human energy. The introduction of the steam engine gave 
command over natural energies, but there were limitations in respect to 
flexibility and to the fact that machines thus energized remained dependent 
on human attention and energy. Development of the use of electric energy 
has established flexibility, and development of devices that automatically 
control machines had reduced the need of human attention. 

Labor as a factor has had a noteworthy influence on production. I be- 
lieve that the attitude toward labor represented by the commodity theory 


of labor remains dominant, and will remain dominant, so long as enter- 
prise accounting considers capital as a rigid charge and labor as an avoidable 
charge, and so long as the right of owners to employ and lay off at will is 
relatively unrestricted; and that what are sometimes evaluated as new and 
better attitudes are but refinements of the commodity theory to meet chang- 
ing technological conditions, especially the condition that more and more 
labor is assigned to control functions. Fundamentally, labor also has held 
to the commodity theory. The power of labor through organization and 


legislation gradually to force higher wages, and the necessity generally 
assumed by employers of neutralizing that influence by compensating te- 
ductions in other elements of cost, has stimulated employers to substitution 
of mechanical sources of energy and skill, and to using labor primarily 


for regulatory and control purposes. 

Such new technological aspects of machine operating, and the urge to 
conserve huge investments in machine equipments, have compelled man- 
agement to give more attention to the intelligence and good will of labor, 
and organization of production to promote them, with results that are 
reflected in the character and structure of production. 

Accumulation of capital available both for investment in new producet 
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goods and for use in more liquid form has of course had a complementary 
influence. A vast machine equipment would have been otherwise impossible. 
Capital accumulation has influenced production in four noteworthy ways: 
by sheer increase in quantity; by the mechanism through which it is 
assembled, held in custody, and released for use; by the power capital 
gives of carrying inventories through the relatively long periods required 
by indirect, specialized methods of production; and by the influence on 
consumption of stimulated diversions toward investment objectives. In all 
these ways the character and structure of production have been influenced. 

Legal forms of organization, particularly the corporate form, have 
strongly conditioned production, and in other ways than through facilitat- 
ing the accumulation of capital. The literature of the corporate form of 
organization and of its influence is already huge, but one may question 
whether the essential studies have been more than begun. We know con- 
siderable about how it promotes the assembly of small units of capital in 
huge blocks and thereby permits large investments in productive enter- 
prises; and how it promotes business enterprise and how strong a directive 
influence business enterprise exercises on technical production. But I doubt 
whether we have more than begun to understand the significance and 
influence of the device of capitalizing on the basis of earnings, as though 
they were not a variable, and of distributing throughout a society certificates 
of equities in enterprises thus capitalized. Trading in equities based on 
earnings by ownerships distant from management exerts a continuous in- 
fluence on production. 

The nature of the available markets resulting from the combination of 
population, resources, and technology, has had major influence on produc- 
tion. The rapid development of transportation and communication follow- 
ing the Civil War marked a period which separated one production econ- 
omy from another. Before, it had been an economy of production by rela- 
tively simple processes for local markets. Afterward, it became an economy 
of production for regional and then national markets, and for an inter- 
national market on a new scale. This brought to individual enterprises new 
opportunities amd new competition—opportunities for a larger volume of 
sales to serve as a base for larger production capacity involving utilization 
of progressively larger, more specialized, and more efficient machines; new 
competition which stimulated ingenuity in taking advantage of the new 
opportunities to excel in production. The way appeared to lay so open that 
the assumption that maximum size is optimum size appeared logical. The 
end of expansion of markets territorially did not terminate the influence of 
this factor. Territorial expansion was followed by vertical exploitation of 
increased purchasing power and of the capricious qualities in consumer 
demand. 

There is one particular factor influencing production which should be 
considered of great importance—one to which too little attention has been 
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given. We have become so afraid of the inflation potential in manipulated 
currencies that we are afraid also of giving automatic and self-regulating. 
inflation its due as a great historic force. One of the greatest forces in the 
industrial development of the United States, as a determinant of the nature 


of her production, is the inflation and stimulation which accompanies the 
discovery and transferral to individual account of rich stores of unappropri- 
ated social assets. During the past hundred years there has been a continuous 
inflation of purchasing power resulting from the continuous enlargement 
of credit every time a forty acres was brought under cultivation, a mine 
opened, or a forest harvested. Every increment of social capital transferred 
to private account became immediately the basis of a short-term or long. 
term credit. This factor was unquestionably a strong influence on the 


development of the character and structure of production. Possibly the 


disappearance of the basis for this type of automatic, self-regulatory infla- 
tion, and recent efforts to continue it under obsolete forms without the 
sustaining basis, may account in large measure for the confusion industrial 
society is now in. Perhaps also industrial society must devise, and learn 
how to apply in a rationally controlled manner, a synthetic as distinguished 
from this natural type of inflation. 

Finally, as a factor influencing the character of production, one may cite 
the individualistic nature of American society—the absence, relative to 
most other nations, of strong governmental restraint on individual en- 
deavor. This has left open the way for individual interest and energy to 
exploit every opportunity potential in unrestrained conversion of rich te- 
sources for expanding markets, and to experiment with every legal and 
technological device which came to the minds of exceptionally ingenious 
enterprisers. The character and structure of a particular enterprise devised 
by a particular genius may in a competitive society prove to be exceptionally 
effective—may force adoption, imitation, or improvement—and in that way 
what has begun as character and structure becomes a conditioning force. 

This selection of conditioning factors is arbitrary and far from exhaustive, 
and another person might arrange quite a different list. | 

Furthermore, there is a certain artificiality in considering them one by 
one. They are interrelated. They, and others, constitute an organic whole 
of interdependent members, among which are continuous interactions which 
induce continuous modifications. However, as a whole they indicate the 
nature of the forces which have determined the character and structure of 
production in the United States. 

One may translate conditions into nature of production by the following 
characterizations 

1. Production in the United States is characterized by a technology which 
is impressive. Its most notable aspects are as follows: 


a) The power in nature’s energies has been brought under a remarkable 
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degree of control with respect to quantity required for any particular use, 
economy of conversion, and flexibility. The flexibility of electric energy 
has had an especial influence on production; it permits the location of 
plants, of departments within plants, and of machines within departments, 
in accordance with whatever requirements should govern in a particular 
instance. This control over power has on the one hand multiplied the 
energy available per worker many thousand times, and on the other hand 
has progressively relieved the worker of the drudgery involved in utilization 
of him as a source of energy. Speaking broadly, work has come more and 
more to consist of the manipulation of valves and levers, the pushing of 
buttons, and other manipulations requiring little muscular exertion. Pro- 
gressively greater use of natural energies, progressively less drudgery for 
human beings, progressively more acute problems of keeping human beings 
busy, and progressively more difficult problems of distributing social in- 
come, are the outstanding features of the power aspects of production. In- 
creased capacity for production per worker has already become a disturbing 
factor in the existing national economy which will force fundamental 
readjustments. 

b) In respect to machines, tools, and apparatus, technological advance 
is continuous. Recent advance is none the less significant in that it has not 
consisted in advance in fundamental principles of mechanics but in new 
applications of those principles, for which opportunity has been offered 
by markets permitting volume production, the power to which reference 
has been made, and achievements in the treatment of materials which 
make possible huge machines capable of standing greater stresses and 
strains. The control valves and levers of some of these machines are beyond 
the capacity of human muscles to manipulate, and accordingly their develop- 
ment has been accompanied by development of auxiliary mechanical devices 
for manipulation. In addition to size and power, development has taken 
place in three other noteworthy directions: in the transfer of human skill 
to machines with a precision which permits fabrication with infinitesimal 
accuracy; in specialization of machines; and in coupling machines in series. 
At the turn of the century most equipments consisted of multiple-purpose 
machines which required adjustment for differing operations. Today most 
equipments consist of single-purpose machines, although in this connection 
it is interesting to note that during the past two years there have been signs 
of a return toward a new class of multiple-purpose machines. One conse- 
quence, already noted, of the intense mechanization of the past two decades 
is the necessity in the existing economy of protecting the equities in huge 
fixed investments. Another is an apparent overdevelopment of the durable, 
especially the producer, goods industries, which has caused maladjustments 
in the national economy that compel some fundamental readjustments on 
that score. 
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c) Modern production is characterized also by conspicuous increase n 
I y 


only in the nine and ganging of machines, but also in the size and ganginy 
of plants and of production organizations. At the time technical progres 


first made such increases in size practicable, superficial calculations led ty 
the assumption that the more production operations are compacted int) 
single large units, the greater the reduction in both overhead and diteq 
costs per unit. Experience has disclosed, however, that many factors bearing 
on unit cost, intan ngibl is well as tangible, were not taken into the calcul. 
tions, and hog re is at present a trend toward decentralization of depart. 
ments within plants, and of plants, even where there is centralization of 
ownership or control. 

d) Paralleling these developments in mechanical technology there has 
been an equally significant development in managerial technology. An or 
ganization of five thousand workers can be managed more effectively today 
than a group one-tenth that size half a century ago. This has been made ef- 
fective in large part by structural revisions within and among plants, to 
which attention will be directed later, but these structural revisions are the 
outcome of a new approach toward the problem of management—the 
analysis of functional requirements. Scientific methods have been applied, to 


the degree that they are applicable, to functional analysis of every nook and 
corner of a man: | area, from definition of objective and component ob- 
jectives, and definition of primary and subordinate acts in their relationship 


as required for achievement, to minute definition of functional requirements 
in operating any ine on any of the range of operations within its 
capacity. Such anal -e possible the formulation of standards relating 
to products, materials, e quipments, methods, relationships, and responsi- 
bilities. These standards promote understandings which result in co-ordins- 
tion of efforts without constant detailed supervision of the earlier type. 
Generally supervision is dheough documentary controls reflecting defined 
standards rather than through personal contacts reflecting variable personal 


impulses, understandings, and judgments. 

e) In mee to technological aspects as dissociated from entrepreneurial 
aspects of production, one may characterize them as worthily representative 
of scientific achievement. In industry pure research in chemistry and physics 
is comparable to that in university la iboratories and is greater in volume 
Many experiments in respect to machine processes and methods are of 1 


similar high order. And generally throughout the production area, both in 
fabrication and in marketing, all types of scientific research are employed, 
although the results are not comparable to those of the university labor 
tory, chiefly because the area generally is so full of immeasurable variables. 
But the attitude is there, and the most advanced techniques are known and 
utilized. 

Production also is characterized by increasing emphasis on marketing 
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All the adaptable technique previously developed for fabrication is in 
process of transferral and application to the field of marketing. In many 
industries capacity is excessive—not in terms of consumer desires but in 
terms of ability to sell at established prices—and competition becomes 
-eener for the market that exists. Huge investments are frozen in expensive 
equipments, and individual efforts to capture the existing market are in- 
ensified in order to conserve fixed investment. Production for vendibility 
is becoming more hazardous; the vertical expansion of the market into the 
strata of satisfaction of numerous caprice wants has injected new elements 
of variability and immeasurability. This has compelled more attention to 
the marketing, and to the efficacy for marketing, of many of those procedures 
which have through precise controls established greater certainty in fabrica- 
tion. It does not mean that fabrication is being neglected, but that the pro- 
duction of utilities of immediate concern to the consumer are being given 
attention equal to that given to the production of utilities of immediate 
concern to the fabricator. It means, further, that co-ordination of all steps in 
roduction—balance within the entire series of production processes of 
the individual plant—is being sought. Merchandising is a term which has 
come into vogue to identify this function of co-ordinating fabrication and 
marketing. 

3. To a very considerable extent production is conducted in the interest 
of business enterprise. This is what is meant by the cryptic observation that 
production is for vendibility rather than for use—price economics. This may 
not be indicated convincingly by quantitative data, but it is a qualitative 
characteristic which finds plenty of verification in the experience of man- 
agers and other technicians attached to large enterprises. This is not merely 
a reference to the fact that production may at times be manipulated by 
directive orders to show now one and now another state of earning capacity 
as a background for those “in the know”’ to conduct successful operations in 
their trading in equities, but to the fact that technical production objectives 
and arrangements are very frequently influenced by the desire of that sector 
of ownership which has ultimate control to maintain the values of equities. 
Frequently a new enterprise enjoys a differential income advantage over 
older members of the same industry. It may have a new product which wins 
consumer favor, or new and more efficient equipment for production of 
familiar items; and it can hire equally experienced and efficient manage- 
ment out of the industry. It capitalizes this differential advantage. Even- 
tually it becomes one of the older, relatively less efficient enterprises in 
the industry, or its products suffer competition with other products in con- 
sumer esteem. Its sales decline and its costs mount. From then on production 
is being continuously influenced to conduct its technical operations in a 
manner which will best conserve equity values: restriction of production 
on the one hand, or an expensive plunge into sales promotion to secure an 


38 American Economic Association 


undue share of the market on the other; price maintenance on the one hand 
or an irrational plunge into price-cutting on the other; cutting of wages on 
the one hand, or wholesale substitution of new machinery on the other; the 
maintenance of dividends through dangerous reduction of reserves on the 
one hand, or on the pees r hand, accumulation of reserves to an extent whic 
retards most productive use of working capital; the enlargement of a plant 
to unmanageable proportions on the one hand, or on the other hand, the 
assembly beyond the point of effective co-ordination of a miscellany of 
scattered plants. Interference with production management of this kind 
business enterprise is one characteristic of production in the United States, 
It neutralizes some of the more technical characteristics which promote 
economy and stability. This influence on production is not only direct 
Through roundabout ways it affects distribution of income and purchasing 
power, and forces certain characteristics on production from the side of 
the market and demand. 
These characterizations do not apply to all industries and to all units of 

a particular ot For every enterprise to which they do apply, several 
can be found to which they do not. They may, however, be fairly applied to 
that sector of industry dominant in capital investment, workers employed, 
output, and strategic influence in production of social income. 
The structure of production reflects the conditions and characteristics 
which have been discussed. It may be considered briefly in respect to its 
legal and its technical aspects. These have gradually been modified in a 
complementary manner—the technical structure as required for expression 
of the new technology; the legal structure as required to give business enter- 
prise opportunity for full exploitation of the new technology. 
The conventional organization chart is a hybrid graph of legal and 
technical structure. The lower three-fourths, from the president down, is 
almost purely technical; the upper quarter, above the president, is primarily 
legal, but with important technical overlapping. The president is the con- 
necting link between these sectors of the structure. 
1. Legal Aspects. The legal aspects of structure do not require special 
attention because they are better known to economists than the technical 
structure. The characteristics of the sole enterprise, the partnership, the 
joint stock company, the limited company, the corporation, and the holding 
company, are matters of common discussion in the economics classroom. 
However, the following characteristics of corporate organization as having 
a bearing on production, should be noted in passing: 
a) The corporate form of organization, whereby numerous small incte- 
ments of capital are assembled into blocks for large investment and evi- 
dences of ee are widely distributed through certificates, has prac- 
tically destroyed entrepreneurship as a functioning factor. Entrepreneurship 
has become so diluted that it is little more than an academic abstraction. 
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b) This general diffusion of ownership makes possible concentration 
of effective control of enterprises in groups which are only indirectly in- 
terested in production, which are interested in production primarily as a 
means of influencing the values of the equities in which they trade, rather 
than as a means of satisfying human needs fully, and in measured and 
balanced proportions. 

c) This promotional and manipulative, as distinguished from entre- 
preneural, control finds its structural expression in that directive sector of 
the structure of production, to be noted later, where the legal and the 
technical structures overlap—in boards of directors, executive committees 
of such boards, and major officials who have both corporate legal and 
technical status. 

d) The power of this promotional and manipulative group, lodged in 
the directive sector of overlapping legal and technical structures, is exercised 
in such manner as to result, in the interest of the controlling group, in 
strong influence on production in various ways: through policies respecting 
grants and withdrawals of capital; policies respecting extension, investment, 
capitalization, and debt-equity overhead; policies respecting reserves, divi- 
dends, depreciation, and obsolescence; policies respecting product items, 
prices, and extensions and restrictions of production; policies respecting 
consolidations, centralization, and decentralization; and so on. It is appar- 
ently the excess load of such influences of business enterprise that has re- 
cently stalled the productive mechanism of our economy and is responsible 
for actual want in the midst of potential plenty. 

e) For these reasons it is not yet possible to evaluate such aspects of 
structure as horizontal and vertical organization. Both are the result pri- 
marily of the influence of business enterprise, and neither has received 
definitive technological validation. Both exist, with the horizontal still 
dominant. A possible exception to the generalization which has been made 
is that in the field of marketing the horizontally-organized chain store has 
established itself, and that similar horizontal organizations of social services 
—communication, transportation, and power—are indicated. It is question- 
able, however, whether either form will have definitive validation in so 
individualistic an economy as still prevails. In an economy more collectively 
planned and managed, each will probably be found to have its functional 
place in the production structure. 

2. Technical Aspects. By compulsion of technological characteristics 
(which have imposed the problem of maintaining co-ordination of related 
plants, related departments in large plants, costly and specialized equip- 
ments in departments, and large groupings of workers) production has 
developed a structure of functional sectors which is fascinating in its 
technical adequacy. These functional sectors are as follows: 

a) A sector of directive management is concerned with both strategic 


> hand, 
Bes on 
the 
On the 
which 
2 plant 
id, the 
any of 
ind by 
States, 
omote 
direct, 
hasing 
ide of 
its of 
several 
ied to 
loyed, 


| 


40 American Economic Association 


business management and strategic operative management. In multiple 
plant enterprises it calculates in terms of plants as units, and formulate; 
plant policies, schedules, and budgets as directive instruments. It does not 
concern itself intimately with the details of internal plant management. It 
controls through specifications of major purposes, ways, and means, It 
evaluates performance in terms of the policies, schedules, and budgets 
which it has formulated. It is in this sector that the structures of business 
enterprise and of technical operations overlap. 

b) A sector of general administrative management is a sector of the 
technical structure rey a by the general management of an individual 
plant in a multiple-plant organization. It calculates in terms of departments 
as units, and formulates policies, schedules, and budgets for departments, 
It is not directly concerned with the internal management of departments, 
It evaluates departmental performance in terms of the departmental policies, 
schedules, and budgets which it has formulated. General administration 
represents a distinct sector of the technical structure. 

c) A sector of departmental management is the sector of more truly 
operative management. It is immediately concerned with labor, materials, 
and equipments as factors in production, and with market and demand. If 
it be a eg concerned with marketing, it thinks on the one hand in 
terms of products and product capacity, and on the other hand of market 
capacity, consumer demand, and sales channels. If concerned with fabrica- 
tion, it thinks in terms of orders, workers, skills, machines, materials, proc- 
esses, and methods. It formulates standards of policy and procedure for 
its component units—even for individual work-places—and evaluates te- 
sults in terms of these standards, 

It should be observed that, by this arrangement of technical structure, 
no one management center is overloaded with responsibility for production 
details. The farther a sector is from the scene of production in detail, the 
larger the units for the control of which it is responsible. Control through 
accounting, budgeting, and other written specifications of objectives, ways, 
and means, is substituted for control through personal contact and direction. 
By virtue of such arrangements a limit to the size of enterprise that can be 
successfully managed in technical respects has not been encountered. The 
dangers to successful technical production come from the environment 
established by agus s enterprise. 

In the smaller, single-plant enterprise, the features of technical structure 
above described do not st ee out so clearly. They exist functionally but they 
are telescoped one into another. Organization on a large scale has pulled the 
structural ut into clear perspective. 
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DISCUSSION 


§. HOWARD PATTERSON: Mr. Soule’s paper on business enterprise, like most 
of his writings, is characterized by keen penetration and brilliant persuasiveness. 
Nevertheless, it constitutes a sweeping indictment, rather than an academic 
analysis, of the business enterpriser and his economic spouse or his alter ego, 
private profits. Under the author's vigorous but honest iconoclasm, the entire 
House of Adam Smith, containing numerous highly revered images to which 
many of us have given lip service, comes down over our very heads. Like the 
House that Jack Built in Mother Goose, so the House that Adam Built in Wealth 
of Nations, which, incidentally, is still cherished between the covers of many 
orthodox texts on economic principles, becomes at one and the same time a 
fiction and an anachronism, 

According to Mr. Soule, to put it briefly and baldly, the individual enterpriser 
has well-nigh disappeared or is rapidly fading into innocuous desuetude. Ac- 
cording to him, those enterprisers of any economic significance who still remain 
in business are engaged chiefly in financial buccaneering. They should be swept 
from the high seas of commerce and industry as soon as possible by the co-oper- 
ative efforts of a planned economy. 

In this twilight of capitalism the blue sky of a benign naturalism which shone 
so comfortingly through the pages of Wealth of Nations has become overcast 
with the dark clouds of a determinism which is faintly suggestive of Marx. To 
change again our figure of speech, the invisible hand of Adam Smith, which was 
assumed to have supported a supposedly free and competitive system, is replaced 
by another invisible hand; namely, that of the recording angel. To Mr. Soule at 
least, the writing on the walls of modern capitalism is plain, for he finds capital- 
ism to be weighed in the balance and found wanting. 

Before bringing in a verdict against individual freedom of enterprise, and 
even before introducting any character witnesses in its behalf, it might be well 
to reaffirm briefly the familiar fact that this institution and others associated with 
it, which are now before the bar of public opinion, are relatively young, in fact, 
juveniles. Viewed in the long, long perspective of history, freedom of enterprise 
is relatively recent. Primitive, ancient, and medieval economic societies were char- 
acterized by status rather than by freedom of contract, and by regimentation 
through ancient custom, imperial law, or church canon. 

It was the comjng in of capitalism during the Renaissance and the development 
of the doctrine of laissez faire in a revolutionary era which produced these rela- 
tively new theories and practices of economic liberty, viz., comparative freedom 
from artificial and legalistic interference, with subjection only to the natural 
forces of an automatic price system. I believe that most students of economic 
history would agree that individual freedom of enterprise has been relatively re- 
cent, relatively brief, relatively local, and relatively limited in character. 

On the other hand, all would not agree with Mr. Soule that this experiment 
has been such a colossal failure that it should be discontinued as soon as possible. 
Under its brief, and, if you will, inglorious reign, productivity has been increased 
and standards of living have been raised to levels hitherto unknown. It may well 
be that increased prosperity and increased freedom of enterprise were concomitant 
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variations without causal connection, but it might be worth while to inquire into 


the possibility of some functional relationship between them. Such a possible 


connection, Mr. Soule either ignores or disclaims. 

Most students would agree that capitalism is relatively unstable as well as 
relatively recent. They would admit that this lusty adolescent, individual enter. 
prise, has developed numerous bad habits. Indeed, some of them may be inherent 
or congenital in any free system. That capitalism goes on sprees and suffers from 
recurrent hallucinations, interspersed with fits of despondency, is known to all 
students of the business cycle. I am willing to admit that capitalism, or at least 
modern industrialism, is possessed with this terrible Devil of Depression, to 
exorcize which without killing the patient may be very difficult. Nevertheless, 
it cannot be assumed that such a miracle is impossible, Such skepticism would have 
prevented the conquest of tuberculosis, which was long regarded as inherent in 
our civilization. Such a fatalism is now crippling the movement toward inter. 
national peace. 

Economic insecurity and economic inequality are both causes and results of 
economic instability. All three have a functional relationship to the business cycle. 
I agree with Mr. Soule that wages did not share proportionately in the gains of 
the new industrial revolution, even though real wages rose from 1922 to 1929. 
I am inclined to agree that there was relative overinvestment and relative under. 
consumption, which threw the lighter and heavier industries out of balance, | 
am willing to admit that this was one of many causal factors contributing to the 
present depression. However, I am unwilling to hang a general theory of busi- 
ness cycles or even our recent depression on this single speculative thread. 

In spite of the instability, the insecurity, and the inequality of our system of free 
enterprise, it may possess some good features. However, Mr. Soule’s diagnosis 
reveals none. Nevertheless, there are many naive souls who still believe that indi- 
vidual enterprise may survive the depression and the New Deal. In spite of the 
growth of the modern corporation and the development of modern technology, 


they still have an abiding faith in the creative power of individual enterprisers, 
continually alert and ever seeking to discover new wants to be satisfied or old 
wants which can be gratified in a still better manner. Captains of industry may 
have been conquistadores as well as explorers, slave drivers as well as met- 
chandisers, but they have opened new continents for commerce and consumer. 
Even Stuart Chase in the concluding chapter of his Tragedy of Waste, looking 


out over the lights of Times Square and down into man-made canyons of Man- 
hattan, is forced to admit that capitalism can create and build, even though tt 
is wasteful and inefficient, unstable and unjust. 

Mr. Soule’s central thesis is the metamorphosis of business enterprise from 
small- to large-scale production, because of recent technological changes, and 
from personal to impersonal relationships, because of the growth of the corporate 
form of business organization and the development of fiduciary relationships. 
Such an analysis, I believe, is correct, but many a mighty corporation of today 
is only the lengthened shadow of the single individual who founded the business. 

I admit with Mr. Soule that many new products, such as cellophane and, | 
might add, synthetic rubber, are the result of the co-operative research of giant 
corporations. But the same profit motive which produces socially undesirable 
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advertising of inferior products led also to these gifts of the capitalistic Magi. 
(I might add, incidentally, that I have some mental reservations concerning cello- 
phane, which, like the world, is too much with us.) 

Again, I cannot be so sure that Henry Ford, who dreamed in secret of a 
civilization on wheels and who created, almost single handed, mass production in 
the automobile industry, will be the last of his species. I cannot sit down and 
mingle my tears with those of Mr. Soule over the passing of another great race. 
I believe that the future may witness the creation of new fortunes out of new 
industries in a society which is confessedly unstable but gloriously dissatisfied with 
itself. 

The automotive industry may be surpassed by the air conditioning industry, 
but the great adventuring of business will continue to go forward under the system 
of free enterprise and under the lure of the profits motive. If you regard these 
industries as requiring so heavy an investment of capital as to necessitate corporate 
rather than individual enterprise, I venture to suggest that the future will produce 
another Gillette with another equally good but simple idea which will go ’round 
the world. 

Moreover, I am unwilling to admit that brands and trade names are altogether 
meaningless. My native city of Philadelphia produced a hat maker who was so 
conscientious and who guarded so jealously the quality of his product that the 
word “Stetson” become a common, as well as a proper, noun throughout the 
land. In spite of the revelations of Chase and Schlink about an Alice in Wonder- 
land Consumer, there are still some advertisers who do occasionally tell the truth. 
Believe it or not, there are still some brands whose trade names afford protection 
to the consumer as to the quality of product. 

I do not believe, with the good Rotarians, that he always profits most who 
serves best. Neither am I willing to admit, as Mr. Soule implied in his story 
of the farm journal, that business contends that he serves best who profits most, 
irrespective of all other considerations. Nor can I accept Mr. Soule’s idealistic state- 
ment to the effect that ‘‘the most significant fact about business enterprise in these 
times is that it is becoming steadily more possible to segregate the search for 
private profit from the main productive business of industry, and to place it on trial 
without trying industry as a whole.” This sounds to me like wishful thinking 
rather than sound, objective analysis. 

Finally, I cannot share Mr. Soule’s feelings as to the universality and com- 
pleteness with which the big bad wolf has appropriated the gains and shifted 
the losses to the innocent and numerous lambs led to their slaughter. In spite of 
financial buccaneering and some scuttling of ships to destroy all evidence, there 
are numerous captains of industry who are honest merchants and who have gone 
down with their ships in the recent heavy seas of business depression. 

The entire problem boils down to the question of what will be the future 
status of the small independent business enterpriser. This is the very problem 
which the national Administration now faces in the light of the good old utili- 
tarian ethics of the greatest happiness of the greatest number. If the small enter- 
priser cannot pay minimum wages and conform to minimum standards of working 
conditions, either with or without the protection of price fixing for his product, 
he must go out of business. Truly, the old order changeth but what the new or- 
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der will be remains to be seen. If capitalism cannot plan and if the small inde 
pendent enterpriser has no place in the economy of tomorrow, then either the 
expedient of socialism or that of fascism may be tried. I might suggest to Mr, 
Soule that the latter is as probable as the former. 

In conclusion, I feel that Mr. Soule has written a very valuable and thought. 
provoking paper, but that he has somewhat overstated his case. However, the same 
criticism might be made of that great defender of the faith, Professor T. N. 
Carver, whose familiar classic, Essays in Social Justice, constitutes a brief for the 
defendant, just as this excellent paper represents a bill of indictment. Indeed 
I shall take the liberty of recommending to the professor in charge of our cours 
in controversial economics at the University of Pennsylvania, in which Essays in 
Social Justice is one of the texts in course, that it be followed by this paper of 
Mr. Soule. The latter will afford a stimulating and perhaps effective antidote to 
any possible overdose of the sedative contained in those essays of one of our 
highly revered elder statesmen. 

In this hypothetical debate between Mr. Carver and Mr. Soule, the latter is 
to be commended for taking an organic rather than a mechanical viewpoint. Thus 
Mr. Soule views our economic order as a dynamic and interrelated whole, in which 
economic institutions cannot be separated from political institutions, nor business 
men in politics from politicians in business. Indeed Mr. Soule makes a special 
point of calling our attention to the inseparable trinity or unholy alliance among 
salaried managers, capitalists, and bankers. On the other hand, Professor Carver 
neatly but artificially separates politicians from business men and economic com- 
petition from political competition. He regards socialism merely as the substi- 
tution of less desirable political competition for more desirable economic compe- 
tition—hence he stigmatizes socialism as mere political palaver. 

In all fairness, however, I must add that Mr. Soule himself cannot be ac. 
quitted completely of the charge of using words which prejudice the other side of 
the case nor from turning a clever phrase to his own advantage. For illustra. 
tion, he refers to the bacillus of capitalism. Now I believe a bacillus to be a germ 
which produces a toxin which in turn produces a disease. Similarly, he refers 
to the cross fertilization of the political politician and the business politician, 
which inferentially has been very productive of a very unhappy offspring. To 
alter his figure of speech somewhat, I wonder if the pure strain of politician in- 
bred with politician for generation after generation would produce a super man 
capable of regulating or operating big business in the planned economy of to- 
morrow, which is just around the corner of Mr. Soule’s paper. 
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INTERNATIONAL ASPECTS OF PROBLEMS OF 
PRODUCTION AND TRADE 


By MELCHIOR PALYI 
University of Chicago 


The chaotic condition of the economic universe is to some extent reflected 
in the difficulties the statistician encounters in an attempt to measure changes 
in the industrial structure of the individual countries. Impartial inquiries into 
social conditions, such as wages and working hours, are taboo in Russia since 
1917, in Italy since 1923, in Germany since early 1933; there is no need 
to enumerate Poland, Hungary, and the Balkans. Dictators, big and little, 
have in common the dislike of publicity which might turn a flashlight on 
some of the most repulsive abuses of power. In addition to this negative 
attitude, they are also positively interested in statistics as a means of propa- 
ganda. Konjunktur-Institutes have served occasionally in democratic coun- 
tries, too, for purposes other than telling the mere truth, so far as the inter- 
pretation of data is concerned; and public budgets in the depression, even 
under constitutional régimes, tend to become more unintelligible, the more 
diverse are the economic activities of governments. But the uninhibited 
manipulation of official figures is one of the achievements of dictatorial 
systems. In addition, open and disguised changes of the gold content of 
monetary units degrade most value comparisons to vague speculations. The 
result is that our quantitative knowledge of recent international economic 
developments is much more diffused but on many important lines less re- 
liable than it was, say, before 1900 when the compilations of the London 
Economist, of Neumann-Spallart, etc., served the purpose. 

It is convenient to refer to the figures compiled by the Economic Intelli- 
gence Service of the League on international trade as compared with pro- 
duction. They show, and data for individual nations confirm it, that in 
physical units foreign trade has been falling off first somewhat more slowly 
or at any rate not faster than has industrial production and the production 
of raw materials other than foodstuffs. This comparatively favorable posi- 
tion seems to prevail well into 1931; but from then on, it shifts obviously 
to the advantage of ‘‘internal’” markets. The recent marked recovery of 
production contrasts sharply with the stagnation, or at best very slow re- 
covery, of international trade. The apparent tendency of turning away from 
foreign markets is even more pronounced of course, if foodstuffs are in- 
cluded on the production side; their physical volume does not seem to 
change at all throughout the depression (except in 1934). But obviously, 
such comparison is permissible only so far as farmers produce for the market 
and not for immediate consumption, the proportion between the two being 
only partly a function of relative prices. 


World Economic Survey. Third Y ear. 1933-34 (Geneva, 1934). 
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To illustrate the “ultimate” tendency, reference may be given to such 
widely current estimates as the alleged decline of the (value) ratio between 
exports and domestic production, during the depression, from 7 to 5 per 
cent in the United States, from 25 to 12 per cent in England, from 20 to 
10 per cent in Germany, 21 to 14 per cent in France. The same trend pre. 
vails in smaller countries, too, such as in Belgium.? It is worth while to point 
out at once, however, that the growth of economic nationalism is not fully 
expressed in such figures. The non-inclusion of the “‘invisibles” has been 
often emphasized; they do not need, by any means, to move parallel with 
the trade quantities (or values), but actually seem to fall off even more, 
This, however, is a minor consideration. More important is the partial te- 
placement of foreign by intra-imperial markets; or at any rate, the growing 
rdle of the latter as compared with total trade. Between 1929 and 1933, 
England’s imports from within the Empire rose from 26 per cent to 37 
per cent of her aggregate imports; the Empire’s share in English exports 
however hardly changed at all. The decline of French foreign trade from 
108 billions frs. to 47 billions, i.e., by 56 per cent, compares with a decline 
of only 18 per cent (2.6 billions) in the commerce between France and 
her colonies. More than one-third of all French exports go now into the 
French colonies, as against 12.82 per cent before the War and 15.39 per cent 
in 1927.* Of course, this development is a result of nationalistic policy. 
But as a matter of fact, the rising share of colonies in the home countries 
trade is only partly due to preferential treatment; it is also part of the 


general trend in the international division of labor. This trend, as shown 


by the relative decline of the intra-continental European trade compared 
with its inter-continental volume—the former has been growing between 
1913 and 1929 half as fast as the latter—is toward specialization according 
to natural resources (or lack of such) rather than on the lines of specific 
industrial skill. In spite of a greater number of countries now than before 
the War, the international division of labor is ever more one of raw 
materials and semifinished products as against manufactured goods. The 


pre-War average of three years was 30 per cent as the ratio of primary 
products to total exports; in 1929 the ratio was 33 per cent and in 1932 
as high as 37 per cent. The trend is unmistakable and it operates through 
booms as well as depressions. In physical terms, industrial finished goods, 


including capital goods, are the variable element in foreign trade; they rise 
and fall with the cycle so as to create the major changes in volume. 
Growing industrialization in new and old countries may displace indus- 
trial exports of others, but create at the same time new demands for raw 
materials. In England, the upturn of internal trade by almost 30 per cent 
makes her dependence on export markets less pronounced; but at the same 
* Cf. H. Lavachery, Enqs ur l'importance respective du marché intérieur. 1933. 


* Cf. H. Laufenburger, in Revue Economique Internationale, 1934, p. 308. 


= 


10t fully 
1as been 
lel with 
more, 
tial re. 
prowing 
d 1933 
it to 37 
exports 
de from 
decline 
nce and 
into the 
Per cent 
policy. 
untries’ 
of the 
shown 
mpared 
etween 
cording 
specific 
before 
of raw 
ls. The 
rimary 
n 1932 
hrough 
goods, 


ley ise 


indus- 
or raw 
er cent 
e same 


1933. 


International Aspects of Production and Trade 47 


time it has raised her raw material imports by more than one-third, out- 
stripping by far the mild growth in exports of manufactured products. The’ 
vicious citcle of self-sufficiency reveals itself in the expanding import of 
raw materials, compared with total trade particularly in the very countries 
which strive hardest to make themselves independent. German imports are 
in 1933-34, in spite of extreme manipulation, month by month higher than 
in the previous year, and this not only for rearmament and speculative 
reasons; €.g., the most important foreign raw materials, the textile fibers, 
which amount to 25 or 30 per cent of the total import of crude stuffs, can 
only be replaced by less than a third, at most, by substitutes which however 
imply the importation of timber (or paper) to such an extent as reduces 
heavily any possible economies in the balance of trade.* Somewhat similar 
is the situation in Japan, where the extreme efforts of 1932-33 to conquer 
external markets (rise of production by 30 per cent, 60 per cent currency 
depreciation, capital-export to Manchukuo, and 5 per cent fall in wages 
in spite of 10 per cent rise in cost of living) resulted in an import surplus 
of 50 million yens.® 

In quantum, world trade in primary products during the depression 
declined by some 14 per cent (up to 1934), as compared with a falling 
off in manufactured articles of 41 per cent. It is instructive to observe that 
even such major interferences with the economic stratification only ac- 
celerate the tendency toward a comparative decline, without substantially 
affecting the exchange of volumes of “‘primary’’ products (including food- 
stuffs). They are not even responsible, as a matter of fact, for the balance 
of trade position of each major country, except to a very limited extent. 
The long-run tendency of industrial countries toward unfavorable trade 
balances was only interrupted at the beginning of the depression by violent 
contractions and shifts in the flow of international capital. These impacts 
once exhausted, the normal trade balance situation tends to be restored. 
England has had an unfavorable balance formerly while a capital-exporting 
country, and still has an unfavorable one even after the depreciation of the 
pound, in spite of the temporary export advantage, the virtual stoppage of 
capital export, and the resumption of the inflow of both interest on old 
debts and of new short-term capital. Perhaps more striking is the fact that 
the growing control towards self-sufficiency of Germany and Italy did not 
result in a favorable balance of trade, except for a short time—before the 
control became all-embracing. Their foodstuff imports are largely replaced 
by those of crude materials for industrial production, while exports de- 
clined heavily. On the other hand the favorable balance in the raw material- 


“Cf. Der Osterreichische Volkswirt, Oct. 27, 1934. 

*In the United States, more than a third of all imports used to consist of raw materials; 
and the proportion is growing. Almost 90 per cent of all — does not compete, directly 
with American goods. Cf. A. Riihl, in Vierteljabrshefte zur Konjunkturforschung, 
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producing parts of the capitalistic world, such as the British Dominions 
and South America, on the whole persists even in spite of at times extreme 
depreciation in foodstuffs and industrial crude materials; at present the 
activity of their balance grows. 

Coming back to the unequal réle of foreign trade before and since 1932 
the reasons for the change should not be difficult to find. It is due in the 
first place to the policy of monopolistic industrial organizations in some of 
the leading countries. Cartels, for instance, tried, before they broke down, 
to maintain home prices and to force exports by all means. Sheltered mar- 
kets at home and cutthroat competition abroad are a typical development 
in a quasi-monopolistic system at the beginning of a depression. This two- 
fold factor ceased to work when the internal market definitely broke, and 


the inclusion of one country after another into the depressed area seemed 
to cut off, for the time being, the last refuge for exporters; namely, the 
elasticity of demand in the world markets. 

There were, however, more powerful forces at work. The breakdown of 
the international credit apparatus led since the latter half of 1931 to growing 
difficulties in financing the exports of the countries under standstill agree- 
ments, moratoria, etc. On the other hand, the stoppage of capital flow over 
boundaries has been characteristically followed after a while by a more 
or less pronounced internal credit expansion both in the creditor and in 
the debtor countries, disregarding a few exceptions. At about the same 
time, exchange insecurity and growing tariff walls came into operation. 
Consequently, the turnover in foreign trade fell off as compared with the 
volume of internal production. The operation of these factors needs some 
elaboration. 

Capital migrations are partly, of course, a function of the international 
exchange of goods; but even in the sphere of shorter term reimbursement 
credits, their greater or lesser availability, and the terms on which they are 
offered have beyond question great influence on the flow of goods. But 
there are more effective causal links running from capital movements to 
the exchange of goods. They are obvious in the case of tight investments; 


this sort of combined financial and commercial business which takes various 
concealed forms is probably more widespread than most economists ate 
inclined to assume. On the other hand, the quasi-automatic character of the 
well-known mechanism of transfer, which is supposed to readjust the 
balance of trade to the flow of funds by changes in regional and sectional 
price levels, has been recently severely criticized. The mechanism is subject 


to the resistance offered by inelasticity of demand for the products of the 
capital-exporting country, lack of adaptation on the part of monetary 
policy, monopolistic stickiness of prices on both the creditor and the debtor 
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Minions 
extreme 
sent the 


1932 
e in the 
some of 
down, 
ed mar- 
lopment 
nis two- 
ke, and 
seemed 
ely, the 


lown of 
agree- 
OW Over 
a more 
and in 
same 
eration. 
vith the 
1s some 


rational 
rsement 
hey are 
ds. But 
to 
tments; 
various 
ists are 
r of the 
ust the 
ectional 
subject 
of the 
onetary 
debtor 
to the 


International Aspects of Production and Trade 49 


adjustment of production.* Nevertheless on the whole, major movements 
of capital are a highly effective stimulus to price shifts with a consequential 
influence on the volume of international exchange. They operate usually 
rather by creating more commodity exports in the capital exporting country 
than by restricting the commodity exports of the capital importing nation. 
The main reason is a further stimulating factor arising out of interconnec- 
tions largely neglected in the theory of transfer because of their failure to 
provide for a mechanism of a predictable and measurable type. Foreign 
investments may and often do open up channels of trade by merely creat- 
ing business contacts. By shifting demand schedules through changes in 
income, they may turn potential demand into actual demand, and make 
production or marketing possible even without first creating changes in 
relative price levels. Particularly in the case of the intercourse between old 
(industrial) and undeveloped countries, when price differentials are per- 
manently high, the mere availability of new capital is often decisive for 
commercial relations. 

Whatever the interconnecting mechanism, credit extension over national 
boundaries as well as the service of debts do carry trade to a major extent. 
The actual breakdown of credit in almost every debtor country in 1931-32 
curbed the service of foreign debts substantially and the flow of fresh 
capital almost entirely, except for a limited volume of capital floating be- 
tween countries having open currency systems; i.e., free from foreign 
exchange regulations. These regulations in debtor countries were supposed 
to guarantee the maintenance of the currency’s value at par; but actually 
the countries with such regulations have depreciated in part or in whole 
their monetary structure. The temporary stoppage of a run on the banking 
system and the artificial maintenance of inflated capital-values was achieved 
at a price, the loss of external credit. A growing domestic liquidity, at the 
expense of foreign creditors, permitted the reduction of interest rates on 
old debts, but failed and still fails to attract new capital (except such 
amounts as governments are able and inclined to invest). High capital- 
market rates at a time of record low rates in the money markets symbolize 
the breakdown of the international credit machine. 

It is no mere accident that the reintroduction of the crudest mercantilistic 
practices historically coincides with the collapse of international credit. Of 
course, the same causes have been partly responsible for both. But they 
also mutually influence one another. It is especially important to realize 
that the recent revolutionary change in commercial policies has, since the 
summer of 1931, been largely due to the fact that both capital-offerings 

*Cf. B. Ohlin, Interregional and International Trade (Cambridge, Mass., 1933) ; A. Afta- 
lion, L’or et sa distribution mondiale (Paris, 1932); C. Bresciani-Turoni, Inductive Verifi- 


cation of the Theory of International Payments (Cairo, s.a., 1934) ; G. Haberler, Der inter- 
nationale Handel (Berlin, 1933). 
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and interest-payments between nations dropped to an extent most harmful 
to all concerned. Countries anxious to maintain their debt service, naturally 
resort to whatever methods promise to create or raise a favorable balance 
of trade. But also for debtors such as Germany, Hungary, Rumania, ready 
to waive paper obligations, the hopeless plight of international finance seems 
to leave no other choice but the manipulation of the trade balance. In 
creditor countries, public opinion resents the failure of debtors and willingly 
accepts the protectionist propaganda arguing in terms of self-defense and 
retaliation. Directly, the demise of capital migtations opens the door for new 
national and local monopolies which again tend to enforce protection of 
their own interests. Indirectly, it is also responsible for the commercial war. 
fare caused by and taking the form of devaluation, foreign exchange te- 
strictions, etc. Ultimately, it is the plight of financial relations which created 
the material conditions as well as the psychological atmosphere in which 
the theories of autarchy grew up by leaps and bounds. 

Autarchy, indeed, is practically achieved for most countries in the finan- 
cial field. Small wonder that ideological inclinations as well as very realistic 
commercial and political interests looking in the same direction took ad- 
vantage of the situation. With the elimination of the international banker 
one of the most important economic and psychological vestiges of inter- 
nationalism is eliminated. The run on banks once over, there is no longer 
need to respect the danger of such a run; this means the freedom of 
manipulation of the currency, exchanges, commercial, and even more subtle 
relations. In creditor countries, the economic and political influence which 
the banker lost, shifted at least for a short time into the hands of techno- 
crats, money cranks, and what not. The failure of international banking was 
in debtor countries the triumph of fascism and of other forms of political 
and economic nationalism. 

Financial autarchy is a prerequisite and a breeding ground of nationalism. 
It opens up possibilities of supreme economic control and national power 
concentration by making currency management possible. Management of 
the currency is hardly possible in the framework of close international credit 
relations. Their breakdown leads in debtor countries to an acute shortage 
of liquid capital and the substitution of governmental (paper) credit for 
foreign credit; some sort of governmental control over credit and production 
is a practically inevitable consequence. In creditor countries, other factors 
complicate the situation, in addition to the financial losses and the outfall 
of commodity exports due to diminished capital export. It is characteristic 
however that the recent gradual resumption by England of the réle of the 
international banker—within the sterling area—coincides with and precedes 
the strongest cyclical improvement among all industrial nations. 

The breakdown of credit compels the individual countries to return to 
mercantilistic trade balance ideas and practices (those not compelled are 
necessarily inclined to imitation). Once started, these methods gradually 
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armful carry each nation into further difficulties, forcing them to more extreme 
turally monetary and commercial measures. The rationalizations to explain (and 
palance to propagandize) these policies cover a wide range of arguments. They 
> Feady run from such hard-boiled old-timers as the protection of infant industries, 
> Seems the retaliation argument, and the theory of an unavoidable self-sufficiency 
ae. In for war purposes or other reasons, to the more modern but far less intelli- 
llingly gent philosophies predicting the end of an undefined liberalism; they range 
ose from vague rationalistic beliefs in some sort of planning to clearly childish 
— concepts of substituting meaningless patriotic emblems for gold as a stand- 
woken ard of value, and replacing international interdependence by mystical racial 
al war. energies. More concretely, all these underlying ideologies argue either in 
in cag nationalistic and imperialistic terms, or in those of group and class inter- 
created ests, with special emphasis now and then upon the unemployed, the farmer, 
which or the forgotten man. Still more concrete is the argument for the alleged 
necessity of a defense against short-term emergency and against temporary 
, finan- dumping. This serves as apology for ruthless protectionism, and is an 
ealistic instance of the fundamental rule of bureaucratic technique that it is the 
ok ad: transitory which tends always, by evading the relevant issues, to become 
enkes the permanent. 
ened The similarity of the technique of commercial policy prevailing today 
longer with the mercantilistic practice has been often pointed out. Both have in 
om of common the wide range of discriminatory methods, such as the extensive 
: subtle use of direct subsidies on a major scale; the discretionary rule by administra- 
which tive bodies with rapidly changing dictatorial policies; the system of direct 
echno- import regulations by restrictions or quotas, and its internal counterpart— 
— price fixing and control over production; and the tendency towards bilateral 
olitical or utmost triangular equalization of exports and imports.” Indeed, the 
; subtitle of Joshua Gee’s pamphlet of 1729 might well be the motto of 
valism, present-day clearing agreements: 
estap ... that the surest way for a nation to increase in riches, is prevent the importation of such 
ent of foreign commodities as may be raised at home. That this kingdom is capable of raising within 
| credit itself, and its colonies, materials for employing all our poor in those manufactures, which 
ortage we now import from such of our neighbors who refuse the admission of ours. .. . 
dit for The tendency to equalize by artificial means the balance of trade is the 
luction predominant social purpose pursued in the methods mentioned as well as 
factors in some others. So obvious is the economic fallacy involved that it may lead 
outfall to ultimate explanations in terms of abnormal psychology, and to an un- 
teristic warranted pessimism in the approach to social problems. The apparently 
of the hysterical efforts to balance foreign trade items are easily intelligible how- 
ecedes ever in view of the S#é//stand ruling over the international capital markets. 
For debtor countries, at any rate, the choice is likely to be between a painful 
urn to "A less known form of subsidies is the use of public orders to discriminate against foreign 
ed are suppliers. With the growth of governmental functions in the sphere of production, this type 
dually of protectionism is one of greatest importance. 
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deflation, an uncontrolled inflation, and temporary measures to avoid both, 
In democracies as in dictatorships, vested monopolistic interests understand 
the technique of exploiting both the popular fear of the extremes, and the 
popularity of an — at the expense of foreign creditors and competitors, 

A few outstanding differences between the general aspects of policies 
widely developed datos this depression and of those prevailing in the 
mercantilistic era may be worth recalling. 

Mercantilism was, if anything, a system of policies to increase exports, 
provide for imports of colonial products and precious metals, and to foster 
internal industrialization. Its tendency therefore was industrial and aggres. 
sive. Our protectionism on the other hand rather emphasizes self-sufficiency 
in raw materials and the maintenance or restoration of the internal market. 
It is in most industrial countries a tendency rather toward reagriculturaliza- 
tion, and more defensive than expansive maneuvering. Of course Russia, 
Japan, Turkey, and a few minor countries do not fit into the picture. They 
may perhaps be described as being closer to the state of eighteenth century 
mercantilism whereas the Western world has on the whole progressed to 
a new epoch of planning. 

Mercantilism broke down due to the inefficiency of the administrative 
apparatus which was supposed to bring it to reality. The policies of this 
apparatus were largely inconsistent and often unintelligent even from the 
technical point of view; its practice was highly inefficient, unreliable, and 
unable to deal with the intricacies and refinements of modern trade. It was 
obsolete long before the machine age.* Neo-mercantilism, on the contrary, 
has been evolved by a highly efficient bureaucracy working by more or less 
rational patterns and using all devices modern organizational techniques ate 
able to offer. While mercantilistic measures often remained nothing more 
than paper legislation, modern bureaucracy most virulently carries out the 
rules it is supposed to apply. Patrimonial bureaucracy is replaced by a 
rational one; the entrepreneural system of administration living on bribes 
and grafts, by a controlled body of hierarchically organized and strictly 
institutionalized personnel; the lack of standard rules, by the rule of 
legalized forms; ignorant haphazard approach, by scientific technical stand- 
ards of planning, bargaining, and administration. (All this technical mod- 
ernization does not exclude, of course, fundamental blunders in policy.) 
It is somewhat misleading therefore to speak of a revival of mercantilism. 
What has happened in reality is the actual realization of mercantilistic ideas 
for the first time 


| 
| 
| 
| 


Industrialization, even of the mercantilistic brand, is essentially pro- 
gressive, at least in the economic sense, and in the long run also socially, 
while an industrial country’s return to agriculture may imply a higher de- 

*Cf. J. B. Esslen, Die Politik des auswaertigen Handels (Stuttgart, 1925), passim; J. 
Viner, ‘“Tariffs,” Encyclopaedia of the Social Sciences, Vol. 14, 1934. 
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gree of technology on the farm, but it means a retrograde attitude toward 
both technology and social progress as a whole. Characteristically, present- 
day protectionism goes hand in hand with a tendency towards limitation 
of output, even in industries, where production could be expanded with 
increasing returns, and towards a planning more interested in the main- 
tenance of bankrupt debtors than in the creation of new industries. It is 
typically opposed to the introduction of new machinery except for war 
purposes and for the production of substitute raw materials, and usually 
attempts to limit either the real wages or the profits of the individual, or 
both. It drives at such regulation of production as will preserve vested 
rights, especially those of the middle classes and farm interests, while 
mercantilism on the contrary intended at least to break up guild prerogatives 
and other hindrances to industrial progress. 

Generally speaking, modern planning is different from mercantilistic 
interference in that the second aimed to replace an old system with new 
elements while the first attempts to maintain or restore the old against the 
impact of new forces. The one was a more or less dynamic force creating 
new developments and intentionally so; the other rather attempts stability 
and the avoidance of change so far as it interferes with vested interests. 
The difference in attitude is even more marked when the depression type 
of policy is contrasted with liberal and neo-mercantilistic practices before. 
In this depression, stabilization ideals of the middle classes have conquered 
public opinion and politics, partly or wholly, in most occidental countries, 
and the tendencies to safeguard (freeze) vested interests generally is an 
outstanding aspect of the entire system. The intention to shut the doors of 
entire economic structures against the cold wind of international depression 
involves obviously assumptions different from those of growing wealth by 
foreign trade and industrialization. 

Protectionism is logically always closely connected with inflationism. In- 
deed each is in a sense an aspect of the other. Mercantilism’s emphasis, 
however, was on the side of commercial policy; the neglect of monetary 
methods was due primarily to historical circumstances. In a world with 
coin circulation and without banking systems, managed currency could not 
have been easily conceived. Depreciation of the coin was resorted to and 
mercantilistic philosophy was also strongly imbued with inflationist ideas 
as arguments for and constitutive elements in the protectionist policy. Today, 
the relation is more or less reversed; some sort of inflationist ideal underlies 
in most countries the protectionist attitude, arguing for protection as a 
means for higher prices or higher monetary velocity of circulation. And in 
addition, which is more important, monetary methods are widely used as 
basic or supplementary weapons in the commercial warfare. 

Several further distinctions may be deduced from what has been enu- 
merated. It follows, for example, that the tendencies toward output re- 
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strictions at one end and expansions at the other, involved in the present 
system, are hardly to be found in mercantilism. “Here’s a farmer that 
hanged himself in the expectation of plenty.” He was conceived as a 
figure but not taken for a statesman in mercantilistic times. Long-period 
reasoning prevailed rather than the present overwhelmingly short-run out- 
look. On the other hand, the strongly imperialistic and belligerent implica- 
tions of mercantilism are replaced, with respect to political relations 
between nations, by more subtle assumptions of international co-existence, 
But the underlying nationalistic impulse did not become more rational by 
being based on a democratic appeal. On the contrary, mercantilism in spite 
of its limited horizon never lost sight at least of tangible export interest, 
while the present course, especially in smaller countries (Ireland), is ready 
consciously to go to the limit of market destruction to satisfy the desire of 
national self-adoration. Some of Germany's attempts “‘to put the clock back” 
or the English propaganda to drive France off gold could be as well quoted. 

Of course, the elements of this description do not apply equally to all 
countries of the Western world; but they represent almost everywhere out- 
standing features or at least underlying tendencies. For the time being, 
they have altered important aspects of the international division of labor, 
revolutionized the political, economic, and social structure of a number of 
nations, and have wrought substantial changes in the others. They dis- 
organized markets, both internal and external, and created anomalous con- 
ditions in which irrational price discrepancies survive or constantly reoccur, 
often producing hardly intelligible short-term fluctuations in employment, 
production, trade, and credit relations. Insecurity with regard to exchange 
rates and to commercial policies, both subject in most countries to violent 
and extremely fast shifts, go a long way to explain the tardiness of nor- 
mally smoothly working adjustments. 

The peculiar sharpness of present-day policies is shown by comparison 
with the neo-mercantilistic era of say, the eighties to 1929. Even between 
1900 and 1913, the international turnover of the world increased (nomi- 
nally) twofold (from some 20 billion dollars in 1900 to 40 billions in 
1913) in spite of Biilow-tariff in Germany, high and growing protectionism 
in the United States, France, Russia, Austro-Hungary, the British Domin- 
ions, etc. Following the war interruption, international trade from 1921 to 
1929 rose by nearly 40 per cent. By that year, making due allowance for 
inflated prices, trade has been restored to slightly above its pre-War level. 
This growth was certainly slower than that of production; it shows never- 
theless that even a seriously antiliberal commercial régime does not neces- 
sarily diminish the volume of foreign trade. Even after the War, in spite 
of the beginning reagrarization of Italy and Germany, the exclusion of 
Russia from normal trade, the forced industrialization policy in mew coun’ 
tries, the rediscovery of subsidies, and the early introduction of quotas, 
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present international trade survived and expanded. Neither the inclusion of ever 
er that more items into increasingly comprehensive tariffs, nor the abandonment 
d aa of the most favored nations’ clause, nor the persistence of Handelskrieg on 
“Period a number of frontiers, has apparently been able to obstruct the expansion. 
om This was partly or, one may say, largely due to the international credit 
mplica- extension which helped trade to overcome the growing obstacles. Small 
“lations wonder that the recent combination of a flow of new restrictions and an 


istence, ebb of capital movements not only checked further expansion but actually 
onal by reduced foreign trade values—thus far—more than in proportion to the 
in spite general toll taken by the depression. 


nterest, The new obstacles are different from those of the pre-War and even of 
S ready the post-War protectionist era by more than a mere difference in quantity. 
“sire of Two and two are of course not four, when measuring the amount of pro- 
¢ back” tection offered in one case and another. The substantial rise in tariff rates 
Juoted, since the Hawley-Smoot statute, amounting to several-fold in many coun- 
’ to all tries, the victory of autonomous rates over conventional tariffs, and the 
fe Out- conversion of the last quasi-free trade areas into protected realms since 
being, 1931 are only a minor part of the story. The use of both open measures of 
“labor, exchange dumping (through devaluation) and of a complicated system 
aber of of export premiums and import limitations with the aid of foreign exchange 
ey dis- allocations is hardly comparable in quantitative terms with the effect of 
as com tariff rates. In addition internal subsidies, open and disguised—such as by 
COccur, proper allocation of orders for public works—plus import restrictions, di- 
yment, rect and indirect, take the place, or rather enforce the type, of protection 
change which had already played an increasingly important rdle in pre-War Europe 
violent by using discriminatory railway rates as a commercial weapon. And, on 
of nor- top of all came the quotas, decreed officially by administrations or arranged 
; for under official sanction by cartels and syndicates, supplemented internally 
parison by regulation of production, externally by clearing agreements and inter- 
tween national barter contracts which reduce many of the commercial treaties to 
(nomi- virtually meaningless frameworks. There is no need to repeat how this sort 
nate of policy has to operate in reducing the importing capacity of each in- 
are dividual country at one end as its exports are reduced at the other; and 
omin- that, disregarding the instances of quotas fixed for some length of time, 
921 to the almost limitless change of all these variable policy elements in itself 
ce for is likely to work as a factor to deviate the channels of trade from external 
level. to internal markets—or to lay them off entirely. 
vase However, a priori reasonings applied to concrete historical phenomena 
named often tend to overemphasize certain trends by slighting others, or to under- 
1 spite estimate the time element involved. As a matter of fact, foreign trade still 
ion of maintains its level pretty well, in spite of all barriers and ill-will. In 
coun’ quantum, its decline is comparatively moderate (slightly over 25 per cent 
juotas, between 1929 and 1934); and the decline in value terms beyond the retro- 
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gression which affected the entire productive apparatus is by no means 
“excessive” in view of the fact that the prices of raw materials fell more 
than those of finished products and that raw materials bulk so largely in 
foreign trade. Of course, the tampering with commerce is largely responsi. 
ble for the decline in prices; yet asserting the resistance of foreign trade to 
the tampering does not involve circular reasoning, since the comparison with 
the internal development is the issue involved. But few economists or 
business men would have predicted that five years of a major depression, 4 
general breakdown of international credit, an average fall in raw material 
prices by about 60 per cent (in gold), accompanied by a hodgepodge of 
external and internal administrative machinations, corporative states and 
“new deals,” the apparent disrepute of liberal traditions and the conscious 
neglect of vested rights of foreigners—that all these would have left the 
international exchange of commodities, in terms of gold, at only one-third 
of its previous level! No optimist would have dared to make such a forecast, 
As to the pessimist, the well-known ipso facto argument of the autarchist 
could not be more obviously refuted. The alleged necessity or eventual 
automatic realization of self-sufficiency is so far merely a product of strongly 
biased imaginations 

Several current errors or omissions in daily literature on depression and 
foreign trade may be pointed out here. First, the theory of incidence has 
actually little to say about the working of a protective system embracing 
practically all goods, altering incomes and demand schedules, etc.® How 
much inference is permissible from whatever theory ascribing the effects of 
a tax, to the effects of thousands of taxes, plus quotas, subsidies and what 
not? Second, both autarchists and free traders often seem to overlook, in 
their arguments, the export-fostering elements involved in present-day 
policies. In reality, the very factors which obstruct foreign trade partly help 
to overcome the obstacles they create. Import hindrances are almost as often 
as not export bounties. Export is also directly subsidized by a great variety 
of devices. A competition of governments (and of private interests with 
actual power over governmental machinery) develops in the international 
markets—the modern substitute for and subsidiary of competition in the 
classical sense. The two kinds of competition are, measured in terms of 
their results, sometimes hardly distinguishable; theoretically, as Barone has 
pointed it out, a dictatorial economic “control” could and ought to be in 
accordance with free trade standards.” Practically, the problem of a “du- 
opolistic market situation may be involved. Third, there is a popular mis- 
understanding of trade barriers by assuming (implicitly) that they neces: 


*Cf. O. von Merin ie Steueriiberwalzung (Jena, 1928); E. D. Fagan, ‘Tax Shifting 
and the Laws of Cost,”’ Ouas Journal of Economics, Aug., 1933. 
* Enrico Barone, “‘I! 1 t lella produzione nello stato collettivista,” Giornale degli 
economisti, Sept. and Oct 8; Fred M. Taylor, “The Guidance of Production in a Socialist 
State,” American Economic Review, XIX (1929), pp. 1-8. 
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sarily operate in a cumulative fashion. They may, of course; but their 
enumeration should not imply their cumulation in any single market, nor 
in any individual country at one time. In so far, however, as protective 
devices are applied, one on top of another, the net offsetting result might 
turn out to be a great surprise to the planning bureaucracy and its admirers. 

Devices of the type of clearing agreements and of preferential treatments 
granted in treaties are, under given conditions, hardly to be classified 4 
limine as barriers of trade or as the opposite. They may actually restore or 
maintain trade channels which have been or would be otherwise blocked. 
It all depends on the given set of conditions and the terms of the action. The 
same is true with regard to international cartel argreements with geographic 
distribution of markets or quotas, or mergers of interests with similar 
tendencies, at least so far as they result in the avoidance of mutually hostile 
measures by governments; e.g., in the case of the recent Anglo-Polish coal- 
export agreement, or of the European Sulphite Pulp Supplies since 1930. 
Furthermore, agreements to carry the service of debts or to repay them 
by the use of funds on blocked accounts for export purposes help trade 
for the time being at the expense of foreign creditors, just as the exchange 
dumping does at the expense of domestic savers. 

But all this does not minimize the effects of the nationalistic policies. It 
rather shows the inconsistency of a system which vacillates between extreme 
measures against foreign competition and reversals of that policy which 
moderates it. That the inconsistency is often not known to those responsible 
does not alleviate its consequences. Nor is the fact very comforting that 
even rough methods in dealing with economic intricacies do not operate to 
the full extent within the short run. The close parallelism between the vol- 
umes of foreign trade and of production can be interpreted as resistance of 
the first or as weakness of the second. Indeed, additional production for in- 
ternal markets can only be a temporary and limited substitute for foreign out- 
lets lost; mass production is only conceivable, on a large and economic scale, 
within limited boundaries so long as it lives on overhead costs which either 
have been written off previously, or simply fail to be replaced. In the long 
tun, this means disinvestment in the social sense; i.e., the replacement of 
capital with higher by capital of lower efficiency" which is the opposite 
of progress. Even a comparatively short period, however, has shown the 
decline of the internal trades due to the decline of the external. The recent 
internal upturn in a number of countries, without a similar revival in foreign 
trade has only proved so far, that a country with an old-established gold 
standard and with free trade or moderate protectionist backgrounds can 
leave both successfully for a time by using up the reserves which it has 
inherited from them; that rational financial policies, both public and private, 


"But it has nothing to do with the naive “Austrian” assumptions about productivity in 


: lation to the time length of production; cf., F. H. Knight, in Economica, Aug., 1934, pp. 
57-286. 


International Aspects of Production and Trade 59 


58 American Economic Association 


are necessary to restart private investments; that technological progress (in 


the broadest sense) is, as it always was, a driving force operating in up. 
predictable directions; and that a great deal of inflation is going on all ove 
the world, the benefits of which cannot be properly measured by a tem. 
porary impetus to industry. 

The resistance of international trade to the forces of depression js 


astonishing perhaps in view of the obstacles raised on all sides; but the 
losses are substantial enough to influence profoundly the welfare of nations 


The disturbance in the exchange of industrial goods, the re-allocation of 
foodstuff production, and the impairing of readjustments in prices and 
capital values are some of its outstanding aspects. The United States for 
instance has lost probably the favorable “bargaining” position in which a 
comparatively inelastic international demand for its products met with its 
own elastic demand for foreign goods—disregarding perhaps, under a 


long-run point of view, lard, cotton, and a few minor minerals. 

Of course, short-run factors especially of the monetary type play such. 
substantial rdle that no conclusion based on what has happened so far is 
likely to be safe. Interwoven and conflicting policies make forecasts even 
of a very limited type most dubious, Expansion of trade goes hand in hand 


with currency depreciation and moderate deflation (since August, 1933) 
in England. In Sweden, it is coincident with depreciation and substantial 
growth in the volume of currency. The decline in the four gold-bloc coun- 
tries hardly permits the drawing of definite conclusions; their commercial 
fate depends both on the success of their domestic income deflation and on 
the danger of further price deflation outside. As to their foreign trade, the 
decline in terms of gold values or of physical volumes is practically not 
greater than in most of the depreciating countries, with the exception of 
Japan. Differing from most previous international slumps, the present 
one does not leave much opportunity for any single country to correct its 


position, for any length of time, at the expense of the others. Staple raw 
material producers are the first among debtor countries to liquidate debts 
and regain markets, largely because of the comparative persistence of 
demand for and less protectionist obstacles to their products, and thanks to 
extreme subsidies to keep the producers solvent, mostly in terms of de- 
valuated currencies. But of course, unless they restart buying industrial 
goods the process will be reversed before long. Countries behind the 
barbed wires of foreign exchange manipulation, especially the industrial 
ones, stifle their own exports by raising their cost level through the attempt 
to protect their currency and credit structure against foodstuff and other 
imports. Their international position is the weakest of all, and is likely to 
deteriorate further without restoration of their foreign credit which majot 
liquidation of debts failed to achieve. 

An exceptional situation prevails in gold production areas. The production 
of gold rose since 1931 by 380,000 ounces to the record level of 2,230,000 
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Tess (in pct month at the middle of 1934; the gain is diffused all over the producing 
2 in un. jepountrics. Disregarding a few minor speculative ventures, gold production 
all ove: fms the only major industry in the world which succeeded throughout the 
a tem. fmmmcepression not only in holding its own, but even, thanks to rising value 
pf its product, to raise profits, volume of production, employment, and 

ssion js investments. 
but the This development of the gold trade—typically reoccurring in each major 
nations jccpression—has already brought important results, and is likely to bring 
ation of mothers, with regard to the international flow of goods and capital. Of 
ces and fmmcourse, the outflow of gold from hoards in India (some 20,000,000 ounces) 
ates for mand the decline of industrial demand for gold (probably from about 50 
which ; mper cent to some 20 per cent of the current production) have to be taken 
with jt; in account too; they operate similar to the growth of production. The 
inder ; JMimportation of commodities into the gold yielding areas had either to rise 
or could be maintained accordingly; internally, they witness boom condi- 
+ such q fggtions. South Africa’s total foreign trade (in terms of gold) actually doubled 
o far is within a year, and is still rising. The recent comparative upturn in England 
ts even mes partly due to the fact that she controls the major part of the world’s gold 
in hand fMproduction and that among her debtors are the countries which produce 
1933) MMliterally the cash to service debts. A doubling of her gold turnover 
stantial fe (£300,000,000 in the first half of 1934, which is “roughly six times the 
¢ coun: fMevalue of the gold mined throughout the world in half-a-year”’) and the 
mercial Meconcomitant speculation in gold shares mean to the city a revenue for 
and on MMeshipping, insurance, brokerage, and similar services, in sums quite helpful 
ide, the to cheer up a depressed financial community. Gold production is one of 
lly not ithe reoccurring frontiers of capitalistic industry, operating with ever fresh 
tion of JM forces in times of depression, as the present rush of prospecting shows. Its 
present fi cyclical importance is immense; but, as its history in California, Australia, 
rect its Hand South Africa has proved so far, it does not substantially affect, in the 


ple raw MM long run, the international distribution of resources and of industrial 
e debts activity. 
nce of With export trade (in dollar terms) advancing by 62 per cent over its 


anks to lowest level, the American foreign trade is likely to represent, under given 
of de- Mi onditions, a rather temporary and provisional situation. The race between 
dustrial HB ising domestic prices and falling prices outside the country might before 
nd the long close the profit margin created by the depreciation. Even so, however, 
dustrial #2 few outstanding trends and limitations are hardly mistakable. The share 
ittempt JB Of primary products in total exports has been higher, year by year, than 
1 other #B since the close of the War. It has varied during the depression between 
kely to #27 and 39 per cent. Among raw materials, cotton, both in volume and 
- majot value, holds comparatively best, whereas wheat and copper are the weakest 

links, As to manufactured goods, those of durable character are apparently 
Juction J Most exposed, in the external trade just as in the interral, to extreme 
30,000 
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cyclical swings. On the other side of the trade balance, since 1925 th 
importation of primary goods has continuously declined relative to other; 
from 53 to 43 per cent in 1933; an easily intelligible trend in view of pric 
developments which however, in 1934, somewhat corrected it. 

Although forecasts for the future are not intended, present condition; 
strongly suggest the conclusion that a major expansion of American indus 
trial exports is hardly conceivable without a very substantial industri 
upturn in other countries. Such an upturn might permit for a while both 
rising prices and reduced protectionism outside, so as to allow for addition, 
industrial exports of this country on a major scale. Chances for such, 
development exist, but they are rather doubtful. More doubtful still is the 
question whether such a situation would last for any length of time. I 
most industrial countries of Europe, at any rate, their own agriculturd 
protectionism limits a priori the industrial upturn. The two are in the long 


run hardly compatible with each other. Of course, the maintenance of the 


gold standard—and sooner or later it will have to be maintained every. 
where—may force a closer adaptation of artificial farm prices in Europe 
to the level of the open markets. But the political issues involved are such 
that they can hardly be solved without internal upheavals, and certainly 
not without shifts in the basic distribution of political power in a number 
of countries. Meanwhile, America’s famous choice will not simply be, in 
all appearance, just between more exports or less acreage, but rather be. 
tween more agricultural exports on the one hand or more inflation and 
more governmental control of production on the other. 

The choice is not only a matter of higher or lower real incomes to the 
farming classes and the consumers. The economic policy of a leading coun- 
try has always a great material, moral, and psychological influence on that 
of others. More important are the direct economic consequences for the 


country itself. There is no need to recall the importance of the marginal 
factor which foreign trade represents, on prices, incomes, and employment, 
beyond the importance according to its quantitative relations to domestic 
production." But it might be worth recalling the warnings of leading 
liberal thinkers before the War of the dangers of a growingly monopolistic 
structure of society. Brentano’s ‘industrial feudalism” is nearer the reality 
than ever before. Nationalistic democracies which go this way undermine 


necessarily the democratic foundations of their organization. Economic nx 
tionalism, carried to extremes, achieves, in addition, the opposite even of 
the nationalistic ideal by creating local monopolies which tend to break up 
the economic unity of the nations. Cases to illustrate both points are cer 
tainly not lacking at present. 


The immediate net result of economic nationalism is the maintenance and 


* Cf. M. S. Hand Car | Should America be Self-sufficient?,” Michigan Alumnus 
July, 1934. 
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even the expansion of production on unremunerative lines. The continuance 
of a policy of forced exports even at a (social) loss diminishes each nation’s 
capital. It is “directly contrary to the canons of capitalistic economy which 
require a contraction, and not an expansion, of unprofitable production,’’** 
and means the gradual impoverishment of every country. The fact that men 
enjoy it, like Mark Twain’s hero who felt like “‘rising from affluence to 
poverty,” should not mislead the economist. And even in the short run, 
the results are hardly mistakable. ‘“The efforts which have been world- 
wide to stimulate efficient production in the primary industries must 
inevitably create a situation where any country which has built up its 
economy on the assumption that limitless markets will always be available 
for primary production will be compelled to make drastic readjustments 
in the very foundations of its economy.’’** Such is the outcome of a policy— 
both on primary and on industrial lines—which readily imposes almost 
any sacrifice on the masses to avoid the basic readjustment of production and 
prices. Restriction policies in a few countries are of doubtful results in 
those same countries; and in addition, they give new impetus to more 
production in competitive regions. The recent gradual destruction of markets 
for American cotton is a fair example—somewhat similar to the previous 
one (1930) in the case of copper—of the wisdom of a middle course which 
in reality is an extreme protectionist policy, and which is at greatest variance 
with the purpose desired.** And experiments on an international scale to 
valorize raw or semifinished materials are of doubtful value indeed, in view 
of substitution possibilities (as for tin plate and lead), and of new produc- 
tion elsewhere, such as in the case of the Spanish mercury-price manipulation 
or the Canadian wheat pool, etc. Temporary success of such schemes is due 
to growing demand rather (rising consumption of tea) than to the valoriza- 
tion scheme itself. 

These considerations are certainly not novel; their importance is largely 
due to the doctrinairism—more widespread among the men on the street 
than among students—which seeks to found the antidepression medicine 
by profound and involved assumptions about the causes of the depression. 
The implication that the removal of the original causes of disequilibrium 
might be the way to restore the proper balance is not granted either by the 
medical analogy or by logic. Original cyclical factors may or may not have 
ceased to work long ago; only the present ones matter. Mal-allocation of 
resources, caused by a number of forces, have been responsible for the boom 
which necessarily led to the crisis; the importance of commercial policies 


wa G. B. Fisher, “Crisis and Readjustment in Australia,” The Journal of Political Economy, 
XLII, 6, 782. 

* Ibid., p. 781. 
_ Cf. the excellent analysis of the present American cotton policy by W. L. Clayton in 
International Economic Relations,” Report of the Hutchins’ Committee (University of Min- 
nesota Press, Minneapolis, 1934), pp. 183-195. 
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in leading to mal-allocations might have been heavily overestimated.” But 
the depression once well on its way, the relative importance of factors might 
be as well reversed, or at least substantially modified. Most paradoxical 
situations arise, such as the creditor’s refusal to take the only means of 
payment at the disposal of debtors, namely, goods; and an international 
competition to glut the markets with products unable to command Prices 
to maintain existent standards of consumption and of (more apparent than 
real) economic security. Only a thorough revision of nationalistic policies 
including the monetary ones, will be able to achieve the balance by Cleansing 
the value system and readjusting the factors of production in accordance 
with value standards set by the markets. 


” Cf. H. A. Hans the Hutchins’ Report, p. 122. 
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INTERNATIONAL MOVEMENTS OF CAPITAL 


By ARTHUR FEILER 
New School for Social Research 


Discussing the international migration of capital I feel some temptation 
to say simply and briefly, the matter is dead and the only task remaining 
for us is to behave like a meeting of mourners and to deliver a necrologue 
for our more or less beloved deceased. This of course would be a slight 
exaggeration. Nevertheless it is true that since the depression we have been 
in a process of disintegration in this field, in a continuous liquidation. 
The international lending of capital not only came to a stop but the direction 
of the flow was reversed from the debtors to the creditors, weakening a 
link in world economy. 

This is to be seen first in long-term capital operations. It is quite clear 
that new security issues on the whole declined all over the world during 
the depression, issues for domestic account as well as issues for foreign 
account. But the significant fact is that, according to a summary by the 
League of Nations, the latter decreased much more than the former, except 
in France alone. There a small increase in issues for foreign account in the 
depression years was due purely to the statistical circumstances that France, 
during the period of heavy capital exports, had invested the bulk of her 
current surplus on short-term account and had floated only small amounts 
of foreign securities. In all other capital-exporting countries foreign issues 
as compared with domestic issues were very heavily diminished. And this 
is especially true of the United States. While (with respect to the absolute 
amount of her foreign issues during 1929 and 1930) this country was far 
ahead of all others, the relative weight of these issues compared with 
domestic issues was already very small. Then they declined so heavily 
that the United States not only had to cede first place to England but also 
followed France and even Switzerland. The new issues for foreign account 
in the two most important creditor countries did not even equal the 
amortization payments. ““The receipts from regular amortization payments 
in the United States and the United Kingdom which are normally smaller 
than the amount of new issues floated for foreign account, exceeded that 
amount considerably in the United States in 1931 and 1932 and in the 
United Kingdom in 1932, in spite of the fact that they were reduced 
through defaults and low market prices of the bonds.” Besides, there was 
a reflux of old long-term bonds which were rebought by debtor countries 
because their quotations decreased in the creditor countries, owing to lack 
of confidence, much more than in the debtor countries. Consequently today 
throughout the world there is probably an absolutely smaller long-term 
capital indebtedness than there was prior to the depression. With respect 
tothe United States the Department of Commerce in its report on the balance 
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of international payments in 1933 states explicitly that “for the third 
successive year the international long-term capital transactions in the United 
States in 1933 yielded a net receipt of funds.” The excess of net sales of 
long-term investments over purchases amounted to more than 200 million 
dollars in 1931 and 1932 and to 49 millions in 1933. 

The liquidation of the international migration of capital, indicated by 
these movements in long-term indebtedness, appears even more clearly in 
the movement of short-term loans. Only the immense compulsory repay- 
ments of Germany, beginning with the crisis of confidence in 1931, need 
be mentioned. They especially are a significant sign of this reversal of the 
flow from the debtor to the creditor countries, by which, for example, “in 
1931 the United Kingdom and France became the largest capital importers 
of the world.” But what is even more significant for this process of disin- 
tegration and liquidation is the short-term capital movement to and from 
this country. During prosperity the United States, the world’s greates 
creditor, contracted more than 3 billion dollars short-term deposits from 
foreign banks and other creditors; in this respect the United States was a 
great debtor country. During the last four years this also has changed. 
Foreign deposits in this country were withdrawn down to the low sum of 
487 million dollars at the end of 1933. At the same time American shott- 
term funds abroad were also diminished, although to a much smaller extent 
—from roughly 1600 million dollars to an estimated figure of 1082 million 
dollars. Now indeed the United States is a creditor country even in this 
respect, not by voluntary decision but by involuntary repayments of debts. 
In any event the result in respect to short-term capital movement, just as it 
was in respect to long-term capital operations, is liquidation. And it is only 
a completion of this picture that at the same time also the central banks 
nearly everywhere are diminishing their foreign currency reserves in 
changing them into actual gold. This is most significant in France, where 
from the end of 1930 until September, 1933, these foreign currency reserves 
were reduced from 1027 to 103 million dollars, while at the same time 
the gold reserves were increased from 2099 to 3215 million dollars. To the 
United States, to mention another example, dollar notes were returned 
from abroad in the amount of 95 million dollars in 1932 and 105 million 
dollars in 1933. Again a sign of liquidation. 

Finally there remain the direct investments by private enterprises in for- 
eign countries. We do not possess accurate figures for this item. But we may 
assume that they also were very small during the depression. They certainly 
(again confirming the liquidation) did not exceed but remained below even 
the sums earned in these years from these investments themselves. 

This entire process of disintegration would have been even much mote 
accentuated had there not been two factors working against it: first, the 
flight of capital; second, the default of the debtors. Indeed, pursued by 
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political anxiety and by currency insecurity (also in the attempt to find a 
place with lower taxes) capital during all these years of depression was 
running around, trying to discover somewhere in the world a harbor of 
refuge free from the danger of political risk and of new currency deprecia- 
tions which threatened to deprive the saver by a sudden stroke of an 
important part of his savings. The flight of capital has been the most im- 
portant part of the international migration of capital during the last years. 
It would have been even many times more extensive if it had not been 
prohibited by severe laws in several countries, and especially if there had 
been in the world any country that afforded real monetary security. Safety 
was not to be found either in the countries off the gold standard or in the 
countries still remaining on the gold standard. On the other hand, the 
creditor countries would have liked to retire much more of their former 
lending if they could; that is, if the debtors had been willing and able to 
pay. Actually a very great number of countries, especially in Europe and 
in Latin America, were not in this position. Indeed the creditors could call 
themselves happy if the debtors did not repudiate the payments, or if they 
repudiated only the transfer of the payments, crediting the owners of the 
loans in blocked currencies of manifold kinds and thus increasing both 
their own foreign indebtedness and also the outstanding foreign loans of 
the creditor countries in this paradoxical migration of capital by accumu- 
lating the unpaid interest rates as increased credits. 

Nevertheless, in spite of these defaults the world capital disintegrated 
as a result of the depression. The only items that have so far not been 
reduced are the billions of interallied debts which remained from the War. 
Here the world is still waiting liquidation. 

The question is, what this disintegration really means and what it indicates 
for the future. In order to find an answer we may go back to the so-called 
“normal times,”’ as we still regard the years before the World War, twenty 
years ago. What was the significance of and which were the reasons for 
the international migration of capital before the War? In short we may 
say that in pre-War times, during the nineteenth century and the first 
decades of the twentieth, this migration of capital was the expression and 
at the same time one of the very important means of the dynamics of 
economic development. This has been the result of a steadily growing 
population in the world, of a steadily developing technique creating again 
and again new demands for new commodities and of a steadily increasing 
national and world economics. For this reason capital was migrating from 
developed to undeveloped countries. Foreign capital created the opportunity 
for a quick capitalist development of the younger countries, for the extension 
of their means of production and communication, of their productive 
capacity and, vice versa, of their purchasing power. Foreign capital facilitated 
and quickened especially the production of food and raw materials which 
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the older countries needed, and made it possible for the younger countrig 
to buy the finished manufactured goods which the older ones produced, 
The development of the United States by the influx of foreign capital, anq 
similarly the development of the western states by the migration of capital 
from the east to the west, is a very impressive example of the dynamics lying 
in such an intensification. Another example may be taken from Germany, 
German heavy indust vi developed at first with the aid of English capital, 


And in the last decades before the War, Germany produced good customers 
for her iron industry, her machine industry, and her electric industry by 
exporting capital and building up by this means railways, light and power 


plants, and so on, abroad, while at the same time importing capital from 
wealthier and less enterprising countries. As a whole, this international 


migration of capi tal in the pre-War period was stimulated by the interest 
of industrial producers, who needed foreign raw materials for their pto- 
duction. It was advanced by monopolistic producers of such raw materials 
in the older countries who wished to protect their monopoly by taking i into 
possession and developing themselves the additional production in the 
younger countries. It was promoted by the high profits coming from such 
lending and undertaking for the banks and other promoters. And it received 
a new impetus (in the last decades before the War and even stronger after 
the War) by the building up of high tariff walls which incited the producers 
of manufactured commodities to erect branch plants in the tariff-protected 
countries in order to manufacture there the commodities which on account 
of the tariffs they could no longer export directly with the same, or any, 
profit. Finally this migration of capital was furthered by political interests. 
To help the development of the colonies and to prove to them the value of 
their connection w th the empire by the capitalistic help of the mother 
country; to strengthen a litical friendship and even the army of the political 
ally by foreign loans; to make younger countries ready for political affiliation 
or even dependence on a crediting country in accordance with the slogan 
that the flag may follow capital in the way of the so-called dollar-diplomag 
which actually was done area h more openly by France than by the country 
of the dollar—these are additional incentives for the migration of capital. 


But we must not, as happens very often, overestimate the importance of 
these political incentives. As a matter of fact the greatest part of lending 


and investing abroad was done without them even by the imperialistic 
countries. France built up her political power much more by political 
alliances just as she does today. The British Empire conquered Transvaal by 
the one-pound-share, following the motto of Cecil Rhodes, “Imperialism is 


all right, Imperialism plus dividends is better.’’ But in most parts of the 
Empire capital followed the flag, not the reverse. For pre-War Germany 
the only seemingly imperialistic capital-investment was the Bagdad railway, 
and even this had more of a sentimental than a realistic importance. And 
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the development of this country shows most impressively how much the 
aid of foreign capital may be used without creating political dependence. 
As a whole, the result as well as the purpose of the international migration 
of capital during the nineteenth century and until the World War was less 
political than economic. It was the development of a world economy— 
equalization of the rates of interest throughout the world differentiated only 
by the unavoidable differences of the premiums of risk, equalization of the 
rates of profit, and intensification of the international division of labor. 
Indeed a world economy, the most impressive sign of which, as well as its 
most important means—again migration of capital—was the definite inter- 
connection of the currencies. It is one of the most ironic misunderstandings 
in public discussions today that so many people are longing for a world 
currency, entirely forgetting that as a matter of fact we were in possession 
of such a world currency for long decades before the War simply by the 
predominance of the gold standard. The gold standard was the condition 
for the migration of capital because it liberated capital from the fear of 
losses by changing currency values. And at the same time it functioned as 
a marvelous apparatus of the finest precision for the migration of capital. 
A Swiss banker and economist, Felix Somary, stated quite correctly that by 
means of this apparatus the Bank of England, at that time the towering 
peak of the world monetary and capital structure, was able to attract the 
money of the entire world, the money of twenty-seven states, merely by 
raising its discount rate. Here, in this world-wide interconnection of money 
—and capital-migration—the world economy of pre-War days found its 
most visible expression. 

Three decisive changes are to be seen if we compare the situation of 
today with those pre-War conditions of capital migration. Different is now 
the economic background, different the political background, and different 
the psychological background. 

First the economic basis. In pre-War times capital was migrating for 
expansion under the special conditions, described above, among developed 
and less developed countries, enlarging the production and the exchange 
of commodities under the pressure of a steadily growing population. The 
change that occurred was concealed during the first decade after the War 
by the great need for foreign credits, especially in some European countries, 
such as Germany. But the great migration of capital during this decade 
actually did have for the most part quite another purpose than the expansion 
dominating the pre-War period. Mainly it was destined only for recon- 
struction, for rebuilding the devastations of the War, and for political 
payments. This is ended. And now the question arises, whether for the near 
future there will again be the same tendency for expansion in a world 
governed by birth control, where this predominant dynamic stimulus of a 


| gtowing population vanishes. The answer would be quite another if, for 
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example, great countries with an immense population like China or Indy 
which have remained remote from capitalist world economy were likely tp 
be drawn into a similar development. The answer would also be mud 
more positive if great new technical achievements requiring, as happened 
so often in former times, extensive capital investments for their realization 
were in prospect. For the time being they are not, but this does not prove 
so very much. For there is no reason to assume that technique and inventions 
will really stop, that the future may not have in store new performances in 
this field, which again will create new opportunities for production and 
consumption and which then would act once more as the dynamic incentive, 
Besides, even if we omit this factor, the conclusion, that the period of 
expansion ended, would not be definite. Even with the technical standing 
of today and even in the limited space of our present world economy there 
are without doubt great areas, the intensification of which is in no wa 
complete, and there are especially vast masses of people whose need for 
every kind of consumption is still covered in only a very low degree. Vas 
fields for expansion would still be open here. But the trouble is that the 
political and the psychological changes, which must now be mentioned, are 
against this expansion. These undeveloped fields in the world can be fruc- 
tified only if an interconnected world is conceived. If this conception is 
weakened or disappears, especially in the wealthier countries, if these 
wealthier countries are seeking opportunities only at home and overlook 
the opportunities abroad, then the whole outlook for the future may be 
changed indeed. Then we may have the result that the nineteenth century 
belief in an everlasting expansion is less strongly held by the entrepreneurs 
and promoters in these countries. Then they may be much less than in 
former depressions inclined to use low prices, low wages, and low rates of 


interest as an incentive for new entrepreneural activity, for mew capital 


expansion at home and abroad. Are the wealthy countries passing from the 
pre-War dynamics into a stage of a more static economy? The diminished 
readiness for international migration of capital, the diminished export of 
capital for the development of the productive and consumptive capacities in 


other countries, is one of the signs pointing in this direction. 

With these words the immense importance of the second change is already 
emphasized, this political change which may be defined briefly as the im 
mensely increased tendency towards economic nationalism. The classic 
economists knew very well the decisive connection between economic and 
political aims. They did not argue for free trade alone. They combined fret 
trade (and of course the same is true of free migration of capital) with 
peace and good will among nations. But peace no longer exists in a world 
where in spite of all disarmament conferences armaments are steadily it- 
creased competitively. And economic nationalism has displaced good will 
among nations. World economy, however, can function in the right way, 


= 
0 
be 
re 
to 
of 
| u 
WI 
th 
to 
co 
St 
ac 
| of 
ge 
a 
lil 
A 
ac 
di 
ar 
is] 
| 
ct 
m 
| 
i 
0! 
0 
R 
| tC 
i 
st 
t 
| 
| ] 


India 
cely to 

much 
pened 
Zation 
Prove 
tions 
in 
M and 
entive, 
iod of 
inding 
there 
18) way 
ed for 
. Vast 
at the 
od, are 
fruc- 
ON 

these 
erlook 
ray be 
entury 
eneurs 
1an in 
ates of 
capital 
ym the 
nished 
ort of 
ities in 


ready 
he im- 
classic 
ic and 
free 
) with 
world 
ily in- 
d will 


t way, 


International Movements of Capital 69 


only if the world is ready to follow the rules of the game to which it is 
bound. That means world economy can function only in a world which is 
ready not merely to sell but also to buy; where exporting countries are ready 
to accept imports which may pay for the exports; where creditors are aware 
of the fact that a passive balance of trade and service is for them not an 
unfavorable balance but the legitimate result of their creditor position; 
where finally those countries which wish political payments recognize that 
they must be ready either to buy or to lend. All these rules are violated 
today everywhere. Clear-sighted Americans call their country a creditor 
country with a debtor psychology. And this is true not only of the United 
States. But the perversion goes so far that great creditor countries of today 
actually seem to believe that receiving payments makes them poorer instead 
of richer and that they prefer to have the debts not paid at all rather than 
get the payments in the only possible way, by importing commodities. This 
apparently is a special variety of “solving the problem of poverty in the 
midst of plenty by removing the plenty,” which does not become more 
persuasive by the modern theory’s explanation of “rigidities.” Finally, the 
gold standard cannot function when the gold reserves of the world are 
accumulated without use in a very few countries in a way that does not 
differ much from the unused hoardings in India, while other great countries 
are by the lack of moneyed metal suffering under the heaviest difficulties to 
sustain their currencies and transfer their payments. All this shows how the 
rules of a world economy are violated today. And we should not be aston- 
ished when the international migration of capital does not function under 
such circumstances. Unfortunately, there is little prospect that this will 
change very soon. Moreover, the impediment to the exchange of com- 
modities by protective measures proceeding from import tariffs over import 
quotas to currency depreciations obviously impedes and diminishes at the 
same time the migration of capital. And it is clear that in such an atmosphere 
of economic nationalism, a greater weight is also attributed to the narrow 
interests of those who in the wealthy countries are opposed to the export 
of capital simply because they hope to have lower interest rates for their 
own borrowing when the capital remains at home. Against these are the 
interests of the export trades. For example, in this country in 1933 the 
Reconstruction Finance Corporation granted a loan of 50 million dollars 
to the national government of China to facilitate purchases by China of 
American cotton and wheat. But as a whole, the depression apparently 
strengthened the endeavor for world-wide recovery much less than it 
strengthened economic nationalism, which was supported by the general 
aim for stability and security; it was so easy to frighten people into believing 
that by developing world economic relations the national economy might 
become “more and more dependent upon fluctuations in the world market.” 

The last and decisive change compared with pre-War times arises from 
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the experience of the creditors during this world economic crisis. The basis 
of credit is confidence. This foundation of international credit relations js 
now destroyed in unprecedented degree. This process began during the Wa 
when the fortunes of alien enemies in belligerent states were seized. As 4 
result, a continual threat will be felt by such investors for a long time to 
come. It was aggravated after the War when finally none of the great powers 
participating in the War paid their internal debts fully but reduced them 
artificially and compulsorily by currency depreciations. But the climax was 
reached during this depression by an entirely new attitude on the part of 
the debtors. This also came about not without a great co-responsibility on the 
part of the creditors themselves. Here again they violated the rules of the 
game. They did so, for instance, in extending enormous short-term credits to 
Germany but not being ready to transform them at the right time into long. 
term loans, so that the sudden retirement of these short-term credits in 
1931 came to be one of the most disastrous aggravations of the crisis, firs 
for Germany but subsequently for the whole world. They did the same a 
few months later during the crisis of the English pound; if they had made 
up their minds to help England by quick and sufficient shipments of gold 
possibly this new convulsion could have been avoided. This was one of 
the fateful instances in which a stronger international economic thinking, 
a better understanding of the international dangers resulting from difficulties 
in one single country, was necessary. And indeed it is one of the many 
paradoxes of this crisis that such terrible shocks as the German and English 
crises of 1931 could occur without adequate resistance just after the Bank 
for International Settlements had been established, the first international 
organization in this field, the purpose of which was to help under such at- 
cumstances. This shows again that organizations are not sufficient when the 
spirit which alone may give them life is lacking. Moreover, the investors 
who lost money on foreign investments are very much inclined to over- 
emphasize these losses, whereas they ought to compare them with the losses 
on internal investments, which were sometimes even higher; the breakdown 
of the overspeculation on the New York stock exchange in 1929 with all its 
consequences should not be forgotten in this connection. Nevertheless, it 


remains true that the experience with foreign investments and credits during t 
the last years shook the confidence essential to the future migration of capital P 
immensely. The default of a great number of foreign debtors, bad enough u 
in itself, was not even the most important element. Such defaults occurred 0 
also in former times. The really new element lies in another circumstance. 

It happened that powerful and solvent states simply repudiated the payments , 
of their political debts, reckoning that the creditor would have no means to . 
compel them to pay. And this goes together with the other and even mort 


impressive fact that solvent private debtors, able and willing to fulfill theit 
obligations to private foreign creditors, were prevented from doing so by 
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their governments. This is not said as a criticism of such governmental 
measures. In the most important cases these governments without doubt 
felt themselves in a position of constraint. As a result of the situation dis- 
cussed above they did not dispose of sufficient foreign exchange to make 
the payments abroad. They could not afford the transfer. But even so the 
result is destructive. In former times the best protection for the creditor 
was founded in the conviction of the debtor that his credit, his esteem as a 
debtor, was of the highest value for himself and that he had to protect this 
individual and actually national asset because upon it his future credit and 
the price for it was dependent. Now this fundamental rule of the capitalist 
system in the world economy seems to be strictly followed only by the 
Soviet Union, which, while having repudiated the czarist debts, fulfills her 
own obligations to foreign creditors with absolute punctuality, in spite of 
the greatest difficulties. On the other hand, the greater the number of 
defaults, the less the moral reluctance to make them on the part of the 
debtor countries. We are not so very far from the situation that bankruptcy 
instead of being regarded as terribly bad luck, is, on the contrary here or 
there, considered a very happy chance—a means of acquiring money without 
the irksome burden of paying it back. This is not a very wholesome condition 
for the future migration of capital. And the second evolution is even worse. 
When a simple law issued by a government may impede foreign payments 
by private solvent individual debtors, then the individual creditor must feel 
himself without any security at all. He may have been as cautious as possible 
in selecting his debtors, he may have extended his credits only to the best 
and wealthiest corporations abroad, and he may nevertheless end with heavy 
losses. This indeed is a new situation not known at all before but developed 
during the last years to an immense extent. Today we are confronted with 
the omnipotence of state interference, forbidding the flight of capital, for- 
bidding the possession of gold, manipulating currencies and the prices of 
commodities, seizing the foreign investments of the citizens, forbidding 
payments, taking the whole market of foreign exchanges under govern- 
mental control. Again, in every single instance, every single measure of this 
kind may be justified by urgent necessities. But the fact remains that after 
the (often overestimated) politization of lending and investing abroad in 
pre-War times we are confronted today with the much more fateful politiza- 
tion of the repayments. And the consequences of such a destructive develop- 
ment must not be overlooked. 

The result on the whole is that there seems to be little prospect of a 
strong revival of the migration of capital in the near future. The great 
impulse for recovery which in former depressions came from enlarged 
investments abroad, from new markets opened by this means especially for 
the consumption of durable goods, does not seem to be at hand this time 
—not from the side of the debtors who are much more interested in the 
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consolidation of old debts than in the contraction of new ones, and eve, 
less from the side of the creditors who are very eager to collect their oy. 
standing claims but very little ready to increase them. On the contrary, the 
fact that such an immense amount of old foreign debts, political and private 
remains unsettled is an impediment to any upward tendency that might 
originate in other sources. Even a revival in world trade will be hampered 
by this circumstance, because the short-term foreign credits essential for ap 
enlarged exchange of raw materials and finished goods will be much mor 
difficult to obtain for large parts of the world. The subconscious feeling of 
this situation, quite aside from the prevailing economic nationalism, may 
be a reason why so many countries today are trying to find their individual 
way out of the depression separately. That was a great danger for the whok 
world as long as they did it by fighting each other, by competitive deprecia. 
tions of currency, by competitively raising tariff walls, and so on. It can kk 
helpful only if they act co-operatively, inducing greater production and 
consumption in their own countries without restricting it in others. But even 
then the question remains whether a real and permanent recovery is possible 
in some countries while other important members of the world economy 
lag behind. The interruption of the migration of capital may hasten low 
rates of interest in the wealthy countries. But even this will be of only little 
advantage if it is accompanied by small demand for capital, small invest 
ment, large idle deposits and continuing large unemployment. Finally a 
last question arises. Migration of capital in the so-called “normal times” be 
fore the World War had all the wholesome effects discussed above: the in- 
crease of the means of production and communication throughout the world, 
intensified exchange of commodities in an intensified world economy, and 
so on. But this was only the ultimate result; it was not the primary incentive. 
People do not save for general economic necessities; they save because they 
have to save for personal needs. The French peasant who before the War 
bought Russian loans did so because he liked the higher rate of interest 
for his savings, not because he was greatly interested in improving czaris 
armaments. And the English or German middle-class people who at that 
time speculated in American railroad shares were less interested in providing 
better communications between Chicago and San Francisco than in the 
speculative gains they anticipated. This is true also of home investments. 
People wish to save for times of emergency, for times of illness and old age, 
for themselves and for their children. Therefore they need opportunities for 
investment. If there is a demand for their savings at home they may invest 
them in their own country. If there is no sufficient demand for home invest: 
ments they may send them abroad. This was especially evident in France 
before the War, where on the basis of a population that was scarcely increas 
ing a well-equipped internal economy had very little demand for new capital 
investment; consequently a relatively large proportion of the annual savings 
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of the population was sent abroad. But what can be done with these savings 
of a population when in a wealthy country there is little demand for new 
capital investments at home because the productive capacity is already so 
highly developed as to be sufficient also for an increasing consumptive 
capacity—and when at the same time, for some reason or other, or for all 
reasons discussed above, people are not ready to invest abroad, to export 
capital? In such a situation it would not be enough to tell the people the 
contrary of what they were told before; namely, that for the general welfare 
they ought now to save less and consume more, because the general welfare 
does not need their large savings any longer. They for themselves have to 
save, their incentives to save remain as strong as they were previously, or 
on account of the low interest rates, are even stronger than before. The 
problem is how to invest them. This may become more than a theoretical 
problem for this country. For a situation like the one described is just what 
many people expect here in the near future. If they are right, and in so far 
as they are right, it would be a very heavy problem indeed. For then it would 
involve not only the private need of the individual savers for investments 
but also the general need for diminishing unemployment, The attempts of 
the Roosevelt administration to lessen unemployment ought to be considered 
also in this light. For in this light they may gain a more than transitory 
importance. Housing on the one side, and public works covered by govern- 
mental loans on the other, creating consumption of durable goods which 


for the time being are not sufficiently in demand for other purposes and 
affording at the same time opportunities for investing the individual savings 
—these are now the decisive means applied here for overcoming the depres- 
sion and leading to recovery. And for both purposes they may have to be 
continued much longer than was expected—so that they may afford a sub- 
stitute for the international migration of capital, if this prevailing disinte- 
gration of the world economy persists. 


DISCUSSION 


SIMON LITMAN: I regret that I had no opportunity to read Professor Palyi’s 
paper before its presentation at the meeting. I shall therefore confine myself to 
the discussion of Professor Feilet’s ‘International Movements of Capital.” 

Professor Feiler’s ‘ye listic prognostications concerning future exports of 
capital are hedged in by many qualifications and he indicates a number of times 
in his paper that his is a “short-run” view of the situation, as he speaks repeatedly 
of conditions which are likely to develop in the near future. However, it is clear 
that he is all but ready to place a tombstone upon international migrations of 
capital. It is give t to accept his views unless one is at the same time willing 
to subscribe to a doctrine of despair regarding our Western civilization as it de. 
veloped under the impulse of capitalism and as, it is to be hoped, it will continue 
to develop whatever form the industrial organization of society may take. It is 
interesting to note that at present soviet Russia is one of the few countries, what- 
ever her motives may be, which, while she repudiated the debts of former régimes, 
fulfills scrupulously her foreign credit commitments. 

Professor Feiler’s opinion is predicated upon present-day distrust and fear, 
jealousies and animosities. One can readily agree with him that as long as m- 
tions are divided by insurmountable trade barriers, as long as national self. 
sufficiency and self-containment remain political and economic goals, so long 
shall we witness the phenomena of liquidation and disintegration which Professor 
Feiler so well oe es in his paper. But how long will such conditions prevail 
before humanity will be brought to the realization of the fact that divided against 
itself it is committing economic and cultural suicide? 

In order to substantiate his pessimistic views, Professor Feiler registers the rapid 
decline in the amount of foreign lendings on the part of capitalistically strong 
countries since the setting in of the depression, and he states that three important 
changes have taken place after the conclusion of the World War, changes vitally 
affecting the movements of capital. Decisive, according to him, have been the 
changes in the economic, the political, and the psychological backgrounds. Tak- 
ing up his last argument first, as it is the most fundamental one, the question 
may be asked, “Have the changes been really as great as Professor Feiler makes 
them appear ?’’ Certainly, not in the economic factor. Mr. Feiler himself admits 
this when he states that there yet remain great undeveloped areas in the world 
“the intensification of which is in no way complete and there are vast masses 
of people whose need for every kind of consumption is still covered in only 
a very low degree.’ Iti is also rather strange to hear from his lips an expression of 
doubt that there will be again in the near future “the same tendency for expan- 
sion in a world asad by birth control.” We are a long way from a world so 
governed. Neither today’s Germany, nor Italy, not to speak of Russia, China, 
India, or ‘cate, are exercising such control. And even if it were so, does a slowly 
growing population preclude the accumulation and exportation of capital? This 
certainly has not been true in the case of France, 

In emphasizing the psychological factor Professor Feiler overestimates the 
financial acumen and the memory of the investing public. A study of past exper: 
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iences in the field of domestic and foreign lending does not warrant his pessi- 
mism. Losses have been sustained again and again by investors but this has not 
prevented the flotation of new loans. There is no reason to think that with 
the return to more normal conditions the future will differ in this respect mate- 
rially from the past 

Professor Feiler dwells at length on the fact that during the depression in all 
countries, with the exception of France, not only have new security issues de- 
clined much more for foreign account than for domestic account but that in the 


i case of the two creditor nations, the United States and England, such issues did 


not even equal the amortization payments; this in spite of the fact that amortiza- 
tions were reduced through defaults and low market prices of bonds. As far as 
this country is concerned, irrespective of any psychological or economic consider- 
ations, our foreign lending has been effectively blocked by the Johnson Act, which 
Professor Feiler does not mention but which, as we know, forbids loans to coun- 
tries in default. And there are plenty of such. The Committee on National Policy 
in International Economic Relations included in its recommendations the repeal 
of the Johnson Act, because this Act has created a great deal of ill will abroad 
without accomplishing anything beneficial at home; and because it makes it im- 
possible to lend to foreign governments for refunding when this might be of in- 
terest to American nationals. It is hardly correct to consider, as Professor Feiler 
does, the recent withdrawals of short-term funds held abroad as repatriation of 
capital. He points out that during the past four years foreign deposits in the 
United States declined from a total of 3 billion to 412 million dollars. While 
in some cases short-term loans may have been withdrawn, the bulk of them were 
used up to meet obligations here. Due to our highly restrictive tariff foreigners 
were not able to sell us goods in sufficient amounts to offset their purchases and 
their other commitments. They had therefore to relinquish their dollar holdings. 

Professor Feiler is reluctant to place the blame for the bewilderment, uncer- 
tainty, and disorganization in the financial world where it largely belongs; he 
mentions that “‘clear-sighted Americans call their country a creditor country with 
a debtor psychology,” but hastens to add that this is true not only of the United 
States. However, it must be admitted that the United States is one of the chief 
offenders. Through an abnormal flow of capital during and after the War we 
have changed our position from that of a debtor to one of the two largest creditor 
nations in the world. 

Much of our export of capital was ill advised; many of our so-called “foreign 
investments” were doomed to failure. Similar to a great number of domestic flota- 
tions they were exceedingly speculative in character, the result of promotion by 
unscrupulous bankers and bond houses; but even some of our sound invest- 
ments abroad resulted in defaults because of our refusal to accept payments 
in the only way in which such payments may be normally made, and that is in 
the importation of goods or services. 

The United States, the depression notwithstanding, is the richest country in 
the world. She can and must abandon the fetish of a ‘favorable balance of trade,” 
and by materially reducing her tariff assume leadership in breaking down trade 
barriers; so that our own country and the rest of the world should begin the 
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rebuilding of their shattered economic machinery of which international lending 
and borrowing is an integral part, not by makeshifts, by import quotas, by ex. 
change controls, by curtailment of outputs on the one hand and unprofitable ex. 
pansion of production on the other, but by some form of international economic 
agreement which would permit each country to develop to the full its resources 
and the potentialities of its people 

RALPH E. FREEMAN: The present drive toward isolation is likely to be but 
a passing phase in the history of the century. When we look back a hundred 
years we find a similar intensification of nationalism following the Napoleonic 
Wars. If at that time the world had become as economically interdependent as it 
is today, there would doubtless have been a comparable movement toward autarchy, 
The present political situation, however, is comparable to that which existed at the 
close of the Napoleonic Wars and I am optimistic enough to expect that the ani- 
mosity, distrust, and tension now prevailing will give way, as formerly, to a 
more liberal and pacific mood. The present international economic maladjust- 
ment is largely political in origin and its continuance depends as much on politi- 
cal as on economic factors. If the world achieves a measure of political appease. 
ment as it did one hundred years ago, the channels of trade will widen and inter- 
national investment will be restored. Of course, no one knows what the political 
future holds. But in the absence of knowledge on this point, the historical parallel 
is not without significance. 

It is possible that, in our estimate of the future, we are too much influenced 
by the events of the moment. This applies to economic as well as to political 
affairs. Preoccupied as we have been during the last few years with a commercial 
policy that strangles trade by excessive tariffs, import licenses, embargoes, quotas, 
export premiums, and so forth, we are apt to forget the enduring basis for inter- 
national exchange that is afforded by the unequal distribution of natural resources. 
The diffusion of industrial technique throughout the world will undoubtedly alter 
the character of trade and the direction of the flow of capital. And similar changes 
will take place in the movement of goods and capital within the several nations. 
But in the picture of the future I cannot discern a shrinkage of commercial and 
financial intercourse either within nations or between nations. Though, because of 
political barriers, the former may increase relatively to the latter, they both rest 
upon the same foundations of comparative advantage. 

There are additional reasons why we may anticipate a revival of international 
investment in the comparatively near future. One is the present condition of the 
international accounts of the United States. It seems unlikely that we shall soon 
achieve a passive balance on account of goods and services sufficient for the dol- 
lar exchange requirements of our foreign debtors. It will be necessary to lend addi- 
tional sums to ease the transition from a debtor to a creditor position—a transition 
that has been made more difficult by the devaluation of our monetary unit. This 
conclusion is based on the fact that it is easier to change the flow of capital than 
the flow of goods. The fact that, in the depression, international investment dimin- 
ished to a far greater degree than the physical volume of international trade 
is evidence of the greater i of the former. When recovery gets under 
way, capital exports will fill the gap till the commodity balance is adjusted. 
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Another reason for my belief in the revival of international lending is the likeli- 
hood of its being conducted under more favorable auspices in the future than in 
the past. There is reasonable ground to expect that sufficient control will be ex- 
ercised to ensure that foreign borrowers will be more carefully scrutinized, that 
the offer of high rates of interest on their part will be accompanied by evidence 
of good faith and ability to pay. Moreover, as far as our private obligations are 
concerned, the final accounting may show no higher losses on foreign than on 
domestic obligations. If this should prove to be so, and if a wiser lending policy 
is developed, the present attitude toward foreign investment may be profoundly 
altered. 

CLARE E. GRIFFIN: The outstanding thesis of Mr. Feiler’s paper is that the 
international migration of capital is not likely in the predictable future to revive 
from its present depressed state, that it was a phenomenon of the nineteenth and 
early twentieth century, but that the present world-wide depression marks an im- 
portant turning point and that the active forces and necessary conditions to wide- 
spread international transfers of capital have been removed or have been effectively 
and more or less permanently supplanted by other forces and conditions. With this 
general proposition I cannot agree. 

On the contrary, I believe that the original reasons for the flow of capital 
from country to country are still present. These reasons could be stated in a 
number of ways but Mr. Feiler, I think, well summarized them in the state- 
ment, “In previous times, in the nineteenth century and the first decades of 
the twentieth century, this migration of capital was the expression, and at the 
same time one of the very important means, of the dynamics of economic devel- 
opment.” But he later questions whether the world is passing from the. pre-War 
dynamics into a stage of more static economy. I doubt if it is, at least in such 
a way as affects the present question. The most important condition favorable 
to the “dynamics of economic development” as it affects this question of cap- 
ital migration is a variation in the rate of return upon productive factors in differ- 
ent parts of the world and in particular a variation in the productivity of capital 
and hence in the possible rate of return upon capital. The differences between the 
productivity of capital in the older countries and in the less developed countries 
still exist even though there are no completely new continents to be exploited. 
The very tendency to national self-sufficiency, which from one angle appears to 
militate against international trade and hence, it is argued, against international 
investment, does from another angle create a demand for outside capital. The 
industrialization of one country after another has been accomplished with the 
aid of capital from countries which have preceded them in that process. Even 
the Bank of England was originally financed with Dutch capital, and it is said that 
the railroads of every country of the world with the exception of England have 
been built with the aid of foreign capital. That the predicted industrialization 
of such countries can be accomplished otherwise, I doubt. The establishment of 
branch factories, for example, is a movement likely to be accelerated than other- 
wise by the growth of a spirit of economic nationalism. The movement, at least 
in regard to South America, has gone on unabated even during the depression. 
The branch factory movement is only in part a means of avoiding the effect of 
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tariffs. It is, in my judgment, to be explained even more on the grounds of busi. 
ness economies; in other words, by the greater productivity of capital invested 
in plants in foreign countries than at home. 

It is, I believe, a tenable view that the backward countries of the world are 
on the threshold of a great movement in industrialization. For such a development 
foreign capital will be needed and I believe will be forthcoming. This industriali. 
zation may come through the branch factory method or through loans to inde. 
pendent enterprisers; but whichever method is followed, a flow of capital is in- 
volved. If, now, we assume that the industrialization of backward countries will 
not proceed as rapidly as is anticipated, then the international trade of raw mu. 
terials for manufactured goods will go on unabated and an important obstacle 
to the international flow of capital, foreseen by Mr. Feiler, disappears, and capi- 
tal loans will be needed to expand raw material production. He who argues for 
the early cessation of foreign investment is thus faced by this dilemma: either 
the backward countries will become industrialized or they will not. In either 
event foreign capital will be needed. Time does not permit an examination in- 
dividually of the other causes of international investment, and indeed it is not 
necessary to urge the point, for the speaker apparently agrees that most of them 
are still present in greater or lesser degree. He does, however, believe that political 
and psychological changes will prevent them from working out as they pre. 
viously have done. 

Chief among these psychological factors is the damage that has been done by 
recent events to confidence which is the basis for credit. The effect of untoward and 
discouraging results of investments upon this delicate flower of confidence is 
not easy to foretell. However, we should not hastily conclude that investors once 
stung will never come back again. If that were true, international investment 
would have died almost at birth, for the history of foreign investments of the 
past one hundred years is sadly marked by disasters; and yet the flow of funds 
overseas in search of larger returns than were available at home went more or less 
steadily on its way. Only two examples need to be cited—one the history of 
European investments in the United States and the other investments in South 
America. European and particularly British investment in the United States were 
large according to the standard of those times after the Napoleonic Wars and par- 
ticularly after 1820. The individual states between 1830 and 1838 borrowed 148 
millon dollars, the largest part of which represented a fresh flow of capital from 
Europe. And besides this was private extension of credit. How much of the 
European investment in the United States was lost in the panic of 1837 and the 
ensuing depression is not known, but the sums must have been very large. One 
item, that of English-held stock in the Bank of the United States, amounted to 
20 million dollars. American investment received a bad name. But with the te- 
turn of financial stability and the further expansion of the West the United 
States was once again in a position to offer what appeared to be better security and 
a higher rate of interest. And by 1853 it was estimated that American securities 
held by foreigners amounted to 223 million .dollars. The flow of capital was 
checked again by losses in railroad investments in the fifties. It was large again 
after the Civil War and up to the panic of 1873, when heavy losses were again 
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incurred. Again it was revived and again discouraged by the depression of the 
nineties and the fear of financial experimenting, only to come back again in the 
late nineties and up to the Great War, when the total debt to Europe is estimated 
to have been between 5 and 6 billion dollars. Experience did have its effect on the 
form of investments as was shown by the shift in type of investments before and 
after the depression of the nineties, but the total sum in spite of these periodic 
interruptions increased. 

The experience of Europeans in lending to South America has from the begin- 
ning been marked by numerous disasters. The first English loan to the Province 
of Buenos Aires in 1824 was defaulted within four years, although it was finally 
settled after a lapse of thirty years. This lending experience has been recently 
summarized as follows: waves of intense optimism, during which almost any 
properly engraved certificate could be sold at a high price, have alternated with 
troughs of profound pessimism, in which the export of capital stopped com- 
pletely. Every South American state has been in default at least twice and still 
it has always, after a greater or lesser delay, been possible for these states to se- 
cure funds. Indeed one does not need to go into such distant fields to demonstrate 
that the memory of the investor is short. Many an American who was ready in 
1929 to say, ‘Never again,” was back in the market in the spring of 1933. That 
we are likely to be more sensitive to the lessons of the past in foreign securities 
than in domestic appears doubtful. 

I conclude, therefore, that when, as, and if general economic activity revives 
the international flow of capital will also revive. And even if in the more distant 
future, all nations develop industries along with their agriculture and raw ma- 
terial production, trade will not cease. We are sometimes prone to forget that 
international trade is not confined to that so-called “natural” exchange of raw ma- 
terials for manufactured goods but that fully half of the trade of the world 
is between the industrial countries themselves. I should anticipate that the indus- 
trialization of South America would lead to an increase in the foreign trade 
of that region, for example. And with a continuing international trade will, 
I believe, go a continuing flow of capital from country to country. Whether, in that 
situation, the United States will again play the part of the chief lender is, I believe, 
debatable but that some countries will lend and others borrow I do not doubt. 

Needless to say this prognostication is based on the assumption that the nations 
of the world will not be completely blind to their economic self-interest. Fear, 
such as is gripping the world today, may upset all our theorizing, but economic 
self-interest has a way of forcing adaptations of one kind or another in political 
institutions and ideals which will permit that self-interest (individual or national) 
to be realized. 

ARTHUR FEILER: After hearing the interesting discussions of my paper I find 
myself in a very lucky position, for I may say that I agree entirely with all 
my critics. I agree that the causes for the migration of capital which existed in 
the past will also exist in the future. I agree that there are still many opportuni- 
ties in the world which could be developed by the import of capital from wealthier 
countries. I agree that economic nationalism by inducing the erection of branch 
plants in the tariff-protected countries is in this way for itself a reason for capital 
migration, I agree with all this, as I expressed it in my paper. Moreover, the dis- 
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cussion speakers nee wishes and hopes for the revitalization of international 
exchange of commodities and of capital, and I feel myself entirely in harmony 
with them. But I thought it my duty to look for the conditions and for the probs. 
bilities of the realization of these hopes and wishes. And here I found the hin. 
drances which in my opinion diminish the expectation that a great help for in. 
ternational recovery will be afforded just by a quick development of capital 
migration. As the facts themselves mentioned in this regard in my paper were 
not contested in the discussion, there remains only a difference of judgment about 
their weight, the question whether my opinion was too pessimistic and whether 


the more optimistic feeling of the discussion speakers is right. I emphasized in 
my paper in the same line which they followed the pressure for an increased 
lending arising from those interested in the export of commodities. The Ameri. 
can loan of 30 million dollars to China in 1933 is an example. Again I agree with 
Professor Freeman that it is easier to change the flow of capital than to change 
the flow of goods (although in my opinion this is not just an expression of 
optimism!). And I may add as a support for my critics that indeed one ought 
not to overestimate the memory of the creditors and of the investors, that one pos- 
sibly will not be deceived if one speculates just on the weak memory of these 
groups. This question, I think, can be proved only through developments in the 
future, which is also the case for this whole divergence of optimism and pessimism. 


And so I may join again my critics in concluding that I hope they are right. 
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OUR COMMERCIAL BANKING SYSTEM 


By W. F. GEPHART 
First National Bank in St. Louis 


Banking in the United States has been a political issue practically from 
the inception of our government. Following our experience with the First 
and Second United States Banks, such a thing as the development of a really 
co-ordinated system of banking in this country was rendered practically 
impossible by the multiplicity and variety of control. Our federal system of 
government with certain powers delegated by the Constitution to the na- 
tional government, and all other powers reserved to the states, has been the 
chief factor in preventing the development of a unified system of banking. 
This has resulted not in a dual control of banking, as often stated, but in 
a multiple control as represented, on the one hand, by the national govern- 
ment and, on the other hand, by as many different controls as there were 
individual states. Indeed, the difference in standards and control between 
two particular states has often been greater than that between the national 
control and that of a particular state. 

The development of a purely commercial banking system, thus made 
difficult in the United States by political factors, was also influenced by 
economic problems. Banks in this country in our earlier history performed 
not only the function of strictly commercial banks, but also that of mortgage 
banks, building and loan associations, investment banks, and even insurance 
companies. Prior to the Civil War bank credit existed primarily in the form 
of circulating bank notes. The evils and abuses which developed under this 
system became so flagrant that the federal government interfered and 
denied this function to the state banks, restricting it to national banks. 
Following the development of the national banking system, bank credit 
increasingly came to circulate in the form of deposit credit, the circulation 
privilege assuming less importance. 

Under these circumstances any attempt to appraise the American banking 
system requires, first, an understanding of the banking functions; second, 
a consideration of the political factors involved; third, the relationship of the 
Federal Reserve system and the federal government to our commercial 
banking; and finally, consideration of the record of the banks in the recent 
critical economic period. 

Banking is a secondary function rather than a primary one. It responds 
to and does not create industrial demands for credit. Banks translate private 
non-circulating credit into circulating credit or purchasing power. Com- 
mercial banks as the custodians of the funds of the depositors receive a 
commission or fee for performing this intermediate service or function of 
converting credit of limited acceptability into credit of general acceptability. 
The banks as such have no money or credit except that small amount repre- 
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sented by shareholders’ funds and hence their responsibility is primarily 
as a trustee to the depositors. Thus they have little or only indirect contro] 
over the amount of funds entrusted to them. Likewise, the amount of credit 
sought by borrowers is beyond their control, for bank credit comes into 
existence chiefly in response to demand for sound commercial loans. The 
individual credit being offered must be so appraised that the bank credit 
will, at all times, be protected by proper assets; that is, the credit extended 
must be liquidated within a reasonable period of time. Whenever banks 
have violated this principle and have attempted to convert capital loans into 
commercial bank credit, they have laid the bases of difficulties for them. 
selves. It is not the commercial banker's business to furnish long-term capital 
or convert capital assets into current purchasing power. 

It is notable that since the beginning of the present century a changing 
tendency in the character of our bank assets has manifested itself. Whereas 
formerly the bulk of the earning assets of the average bank consisted 
primarily of ordinary loans and discounts, this item has been decreasing, 
relatively, in importance and the item “Investment and Collateral Loans” 
has been steadily increasing in importance. For example, from 1901 to 1916 
loans and discounts represented about 54 per cent of the earning assets of 
national banks and investments about 16 per cent. On June 29, 1929, loans 
and discounts, exclusive of security loans, constituted about 35 per cent of 
total assets, and investments amounted to 24 per cent, and on June 30, 1934, 
loans and discounts, exclusive of security loans, amounted to 20 per cent 
and investments to 39 per cent of total assets. In other words, loans and 
discounts decreased relatively about 60 per cent during this period while 
investments more than doubled. This factor gives a clue to the reason why 
so large a proportion of bank assets became frozen during the depression. 
We had been gradually changing from a commercial banking system to a 
banking system based on loans secured by capital assets in one form or 
another. 

In the period from 1922 to 1929 it was repeatedly shown that the country 
had an excessive volume of available bank credit so far as ordinary com- 
mercial requirements were concerned. This was an important factor in 
ultimately driving the commercial banks into putting their funds to work 
by the purchase of securities and the making of collateral loans. Action by 
the Reserve authorities to correct this situation would have been helpful. 
As a consequence, our banking system became clogged with an excessive 
volume of capital loans, which depended for their liquidity upon theit 
salability. When the test for this liquidity appeared it was found that these 
assets could only be sold at greatly depreciated prices and bank failures 
became a daily occurrence. 

Today we are faced with the same sort of problem. The available supply 
of commercial bank credit in the country is far in excess, not only of present 


84 American Economic Association 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 


marily 
-Ontro] 
"credit 
into 
S. The 

credit 


f cent 
1s and 
while 
n why 
ession, 
n toa 
rm of 


ountry 
com: 
tor in 

work 
ion by 
‘Ipful. 
“essive 

their 
these 


ilures 


upply 


resent 


Our Commercial Banking System 83 


strictly industrial needs, but of any needs that are likely to develop in the 
near future unless the price level should be greatly increased beyond any 
safe point. The potential degree of bank credit expansion that is theoretically 
possible staggers the imagination. On the basis of existing psychology and 
legal restrictions, however, there appears to be little likelihood of an early 
expansion in this item. Because of the fact that we have a surplus of avail- 
able commercial bank credit, any substantial expansion in the future of 
bank credit will probably have to come from other than the ordinary or 
former commercial channels. Currently it would appear that the Adminis- 
tration is looking towards an extension of loans for housing improvement 
and for home mortgages as one of the channels through which bank credit 
could be expanded. The other channel available to the banks at the present 
time is that of financing the current government deficit. An expansion of 
bank credit to meet the emergency needs of the government is something 
quite different from the expansion of bank credit as a result of commercial 
demands. In the first place, such credit is not self-liquidating over a short 
period as are commercial loans and the loans are sound only to the extent 
that taxes are levied to retire the original government loan. In the second 
place, it is not a sound form of bank credit expansion, inasmuch as it does 
not result directly in any increase in wealth. Certain current government 
expenditures, for all practical purposes, reverse the normal credit procedure 
inasmuch as they aim to create purchasing power by the use of government 
credit; that is, they aim to create artificial purchasing power in the hands of 
the recipients of government relief. Ultimately these expenditures find their, 
way into the hands of the commercial bank in the form of increased deposits. 
On the other hand, normally, a large proportion of bank deposits originate 
from loans or from savings. When ordinary loans are soundly made real 
wealth is created to support the outstanding credit, whereas such govern- 
ment loans depend merely on the taxing power. 

Government can, by political control such as taxation, take from one group 
and give to another, thus changing the credit relations of one to another 
or of one group to another. But, government cannot by any manipulations or 
laws or administrative rulings directly increase the sum total of goods and 
services in the possession of and under the control of individuals and, 
therefore, cannot directly increase or decrease the total volume of commercial 
bank credit which is simply an expression of the individual’s control over 
goods or services which can be sold in the market at a price. 

No country has had as many laws and as detailed supervision and such 
minute political control over banking as has the United States and yet the 
depositors of the banks have not been as well protected and credit extension 
has not been as wisely given as in many other countries. It cannot fairly be 
atgued that the unsatisfactory results are wholly due to the detailed political 
control, but it can justly be maintained that the existence of this diverse 
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authority has been a very large contributing factor to our unfavorable 
banking experience. 

Political control of banking in the United States has not concerned itself 
primarily with those major aspects of banking organization and operation 
which were most influential in promoting public welfare and protecting the 
bank depositors. Three of the most important causes of bank failures are: 
first, the inadequacy of bank capital; second, the lack of qualifications of 
those organizing and operating banks; and, third, the unnecessarily large 
number of banks. For many decades the states and even the federal govern. 
ment have permitted banks to be organized with small capital (in many 
states with as little as $10,000) and by individuals with no banking or 
business experience to qualify them to conduct a banking business. Banking, 
by and large, in this country is not a profession and, in many cases, does not 
even have the standards required of the personnel of many trades. Not only 
has this been true, but banks have been permitted to be organized in com- 
munities where there were already adequate banking facilities or in 
communities where there was not sufficient business to support a properly 
conducted bank. 

State bank commissioners and even federal authorities cannot perhaps be 
too much criticized for this situation, for if they had not consented to grant 
the charters, political influence would have been brought to bear in many 
cases and they would have been forced to do so. After many such unneeded 
banks had been organized and officered by incompetent officials, the pressure 
to make earnings for their stockholders led these inexperienced officers to 
make bad loans—in some cases, through pressure by officers of the bank 
itself, to make loans to them or to their friends. The factor of community 
pride in having a bank to serve the financial needs of the district has also 
often resulted in the making of bad loans and in having a bad portfolio of 
investments. When there was a failure of crops or a business reaction, these 
banks soon became insolvent because of their bad loans and their bad invest- 
ments and their small surpluses could not take care of their losses. 

After thus freely chartering banks to be operated by individuals, often 
without proper qualifications, what has been the chief political control over 
the bank’s operations? This has been of two classes: first, the periodic 
examinations by the federal and state governments and, second, the enact- 
ment of laws controlling the extension of bank credit and certain requite- 
ments regarding the investment of bank funds. 

Chief reliance has, however, been placed on bank examinations. With all 
due respect to the many highly competent examiners, especially those of the 
federal government, bank examinations, on the whole, have not secured 
protection for the bank depositor or insured a good banking system. In 
many cases, these examiners were less qualified for their jobs than the 
bankers were for theirs. They were political appointees, changing from 
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administration to administration, often paid very low salaries and with 
little or no experience in the banking business. Where clearing house 
organizations have existed there has been a system of examinations under 
which the supervision has been, in general, superior to both the federal and 
state examinations, since the clearing house examiners were appointed by 
the member banks of the association on the basis of their qualifications and 
with no uncertainty as to their tenure of office. 

The second way in which the political control over banking operations 
has been exercised has been by legislation over credit extension, rates of 
interest and discount, investment of bank funds, and certain other phases 
of bank management. Many of these laws have been passed by legislatures of 
the state and federal government under pressure of uninformed popular 
opinion and without advice from experienced bankers and often in disregard 
of fundamental financial principles. Some of these enactments have been 
good but many have been ill advised. Surveying them as a whole, their chief 
emphasis has been on the minor aspects of banking and has not produced 
results of which this country can be proud. Other countries which have 
had a more successful banking history than ours—notably England—have 
a minimum of such minor laws. 

When the Federal Reserve system was established, it was hailed as a 
great forward advance in commercial banking—especially in the relation 
of the federal government to national banks. The Federal Reserve system 
was privately owned but with certain functions required to be performed 
by it for the federal government and with certain administrative restraints 
exercised over it by the central government. Almost from the beginning, 
however, the Federal Reserve system has been controlled by the federal gov- 
ernment and this domination has become in late years almost complete. The 
exigencies of the World War gave the federal government a reason to begin 
the domination and the present depression has afforded the opportunity for 
its completion. Because of the financial requirements of the War and its 
aftermath, the system has never had a chance to demonstrate its true value. 
The policies, credit and otherwise, of the individual member banks have 
been influenced by the government—in some instances much less wisely than 
if the member banks had been given greater freedom of action. 

If it is planned, as now frequently suggested, to place control of com- 
mercial bank credit in the hands of the government—that is, political ap- 
pointees, who are usually without banking training and experience and who 
are subjected directly and indirectly to the pressure of political influence 
and popular opinion—it is difficult to understand how the result could be 
as favorable as that which now obtains through the direction of commercial 
banking by experienced bankers who, even among themselves, often disagree 
on principles and methods of credit extension. The bankers, at least, are 
not influenced by political considerations. Their actions are primarily deter- 
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mined by their desire to earn for their shareholders a return on the investej 
funds as well as by a sense of duty to protect their depositors and to presery. 
the solvency of their institution. Political control of credit would fy 


motivated by no such consideration. Political parties exist and their policies 4 
are determined primarily by the desire to obtain or retain office. It is incon 7, 
ceivable, therefore, that government control of credit and banking would q 
be administered with as much financial wisdom, fairness, impartiality, ani HR 
courage as a privately managed system. i 

The major criticism against the commercial banker has grown out of the Hi ; 
losses suffered by depositors. Recently it has been charged that the banke Hi < 


is unduly conservative in making sound loans and is not co-operating with 
the government as he should in the purchase of government securities, 
His record, however, cannot be disassociated from the record made by Amer. 
ican business as a whole. While the banker is, on the one hand, the trustee 
of his depositors’ funds, he is likewise responsible to business and to the 
government for providing them with adequate credit facilities. His ability 
to make sound loans, which will be repaid at maturity, depends, in the las 
analysis, on the conduct of business in general and its ability so to manage 
its affairs that it can promptly meet its financial obligations. If business fails 
in this respect, the banker must inevitably suffer a loss, the first loss falling 
upon his own assets and, if the business losses are exceptionally large, his 
deposits become involved. 

The National Industrial Conference Board published a report in June, 
1934, in which there were presented statistics indicative of the cost of the 
depression from 1930 to the beginning of 1933. This study estimated the 
gross cost of the depression during this period at 108 billion dollars, of 
which 70.6 billion dollars consisted of a reduction in the assets of individual 
proprietors and corporations and a reduction in the produced income avail: 
able to persons in business, recipients of rents, etc., and from interest and 
dividends on invested capital. In addition to this it was estimated that the 
loss to employees in wages and salaries, etc., amounted to 37 billion dollars. 
The same source estimated the total national wealth in 1929 at 3618 
billion dollars. In other words, the gross loss of the depression up to the 
beginning of 1933 amounted to almost 30 per cent of the total wealth of the 
country against the estimated 4 per cent loss of bank depositors. 

During the same period, deposits in closed and suspended banks were 
initially about 9.1 per cent of aggregate bank deposits and it is estimated 
that losses ultimately will be equivalent to only about 4 per cent. Further- 
more, over 90 per cent of the deposits in our banks were unaffected by 
failures or suspensions so that the great bulk of bank depositors suffered 
no loss whatever. Regardless of what ha's been said of the management of 
our banks, on the whole, the banker has so managed his affairs as to afford 
an exceptional degree of protection to his depositors. 
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By contrast, the market value of all listed bonds on the New York Stock 
Exchange showed a decline of 32 per cent and listed stocks declined 65 per 
cent. Approximately 7 per cent of outstanding municipal securities were in 
default on January 1, 1934, and 10 per cent of railroad mileage has been 
affected by receiverships resulting from this depression, while about one- 
quarter of the railroads’ total funded debt is in default or saved therefrom 
only by emergency credit advances of the federal government. Furthermore, 
it is estimated that 11 per cent of public utility holding company debt was 


it Of the MBP in default and 60 per cent of real estate securities have been in difficulty 
banker during the period against the 4 per cent net loss to bank depositors. 

ng with With respect to the support which t banks have given to the federal 
Curities, 


government during this same period, it can be shown that banks today hold 


y Amer about 50 per cent of all outstanding government securities and that they 


- trustee HR have provided almost 80 per cent of the additional funds required by the 
1 to the federal government since the depression began. 

s ability Another criticism which has been directed against commercial banks re- 
the last 


cently is that they have not been willing to make loans. An investigation, 
made by the Association of Reserve City Bankers, indicates that facts differ 
from this popular opinion. This inquiry, which embraced commercial banks 
having 33 per cent of all the deposits of commercial banks of the United 
States, found that these banks had unused lines of credit amounting to 
between 8 and 10 billion dollars. These necessarily included not only lines 
of credit to large corporations running into millions of dollars but also those 
to small businesses with lines of credit as small as 25 to 100 thousand dol- 
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ted the lars. The investigation further showed that, excluding lines on collateral 
lars, of security and renewal of old loans, new loans to the amount of 3.877 million 
ividual dollars were made during the first six months of 1934. 
© avail: What then should be done to improve our commercial banking system? 
est and The following tentative suggestions are offered: 
hat the 1. Demand deposits should bear no interest. They are at the call of the 
lollars. depositor and hence the bank is not in a position either to loan them on 
3618 short terms or to invest them in long-term securities from which earnings 
to the can be made to pay the owner of these demand deposits. It is a fundamental 
of the principle of commercial banking that the depositor should be able to obtain 
his money on demand. 
S were 2. Political control and regulation should concern itself with such funda- 
imated mental principles of establishing standards of organization, major principles 
arther- tegarding the investment of surplus funds, and periodic examinations by 
ted by 


well-trained examiners, leaving the questions of management and of detailed 
practical operation, such as the extension of credit, and other similar matters 
free from political control. Much of the weakness in our present commercial 
banking system is due to the fact that there is too much political regulation 
and interference in the management and practical operation of banks. A 
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central bank or centralized political control of bank policies does not afford 
a proper basis for credit extension, because political considerations will too 
often determine loaning policies. Government officials and political influence 
are likely to result in a more generous policy of extending credit than that of 
bank officials who are not subject to the pressure of voters and political 
consideration. 

3. If commercial banks are to retain their savings bank departments, 
savings deposits should be clearly segregated from the commercial deposits 
and distinct principles adopted for the investment of savings bank deposits, 
Commercial bank deposits should be invested chiefly in self-liquidating 
short-term loans. Savings bank deposits may well be invested in longer-term 
loans. A limit should also be placed on the amount that can be withdrawn 
without notice by the savings bank depositor. A higher reserve requirement 
may well be established for sav ings bank deposits. 

4. The Security and Banking Acts should be amended with regard to 
the freedom of commercial banks in the purchasing of security issues. Com- 
mercial banks should not be originators of such issues but there would seem 
to be no good reason why they should not be permitted to agree to purchase, 
as a bank investment, all or any part of an issue up to their legal loan limit. 
Second, commercial banks should be free to advance funds covering the 
temporary period between the flotation of an issue and the time when 
such securities are distributed to the public. 

5. There should be a gradual increase in the requirements of the min- 
imum capital required for a commercial bank. This should apply not only 
to banks now in operation but also to new banks which should be chartered 
with a larger minimum capital. It manifestly would result in large banking 
units and perhaps a smaller number of banks but not a reduction in the 
banking facilities available to the country. This would make possible more 
competent management and wider diversification of assets, and the building 
up of larger reserves in the profitable years to absorb the losses of the bad 
years. 

6. If the guarantee of bank deposits is to be a permanent policy of our 
commercial banking system, this guarantee should be limited both in the 
amount on any particular account and more important than this it should 
be limited to those deposits that do not result from loans. In addition, the 
depositor so insured should bear a reasonable part of the cost of the in- 
surance. 

7. Asystem of branch banking, limited to metropolitan or industrial areas 
should be adopted. This would result in better management, more adequate 
banking facilities and greater co-operation among banks and unification of 
the banking system. 

8. Finally, above all, there is need for a greater unification of the political 
control of banking. This is so obvious that it seems unnecessary to argue 
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that so long as there are forty-nine different political controls over banking 
there can be little hope of obtaining an efficient and well co-ordinated 
banking system in the United States. The practical difficulties of securing 
such unification are very great. Under our political system there is no present 
indication that the separate states will agree to give up the power to charter 
banks and supervise their operation. A certain degree of unification can be 
obtained by centralization of bank examination in the Federal Reserve 
system or the FDIC as a condition of membership of a bank in the system. 
At present, however, there seems to be no disposition on the part of some 
smaller state banks to join either the Federal Reserve system or the Federal 
Deposit Insurance Corporation, and until this is done we cannot have even 
that limited degree of unified political control of banking which results from 
centralized examination. Even centralized examination would leave unsolved 
the uniformity of standards for chartering banks and other major essentials 
of operation which prevent a truly unified and co-ordinated banking system 
for the United States. 
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DISCUSSION 


JAMES WASHINGTON BELL: It is rather refreshing to listen to a sane paper sud 
as that of Dr. Gephart. In this day of reform, when hectic and cataclysmic innoy,. 
tions seem to be popular, it is reassuring to hear an appraisal of our banking situ:. 
tion from one who realizes that much is wrong, but who is still able to keep his 
sense of proportion. In particular, he has not succumbed to the current temptation 
of appealing to the government for help, When anything goes wrong it seems tp 
be a characteristic American reaction to say “there ought to be a law against it” 
If private individuals fail, we appeal to the government; if local laws do not 
work, we turn to Washington. 

Dr. Gephart’s thesis is really a defense of the banking system as now consti. 
tuted, with recommendations for improvement. With most of these recommend. 
tions I heartily concur. Indeed steps have already been taken to effect some of 
these improvements, and students of the subject are in pretty general agreement 
with regard to others. Political control and regulation of banking should be con. 
cerned with broad definitions of the boundaries of safe banking practice; that is, 
with the major aspects of banking, such as, organization standards, qualifications 
of bankers, capital requirements, branches, liquidity of assets in relation to types 
of deposits, simplified examination system and more complete audits, with intelli- 
gible and more comprehensive reports. I share Dr. Gephart’s distaste of deposi 
guarantee as a necessary evil, and have reversed my former position favoring 
central banking because of the dangerous political considerations involved in gov. 
ernment control of bank credit for public financial exigencies rather than for busi 
ness needs. 

I regret that Dr. Gephart has refrained from treating some of the more far- 
reaching reform proposals which are being so vigorously pressed at the moment. 
These have never been more extreme and drastic, never more subtle and confus 
ing. Bankers have not lived up to their opportunities and their obligations, and as 
a consequence, we have suffe fered not only monetary losses but also a very serious 
impairment of confidence in the whole system. Banking will have to be different 
in the future. If we do not have a marked improvement both with respect to bank. 
ing and to bankers, we will have to face the alternatives proposed ; viz., a radical 
change or destruction of commercial banking as we know it and a substitution of 
something else, or government banking. The remedy does not seem to me to lie 
in either of these directions. Commercial banking has a place in our economic 
system, and banking should not be taken away from bankers and put into the 
hands of politicians 

As a background for later discussion of reform proposals I wish to present 4 
setting for an nit Sarg perhaps the most important, problem of commercial 
banking. Dr. Gephart suggests a way of formulating this problem when he speaks 
of the criticism to which bankers are subject: “The major criticism against the 
commercial banker has grown out of the losses suffered by depositors. Recently 
it has been charged that the banker is unduly conservative in making sound loans, 
and is not co- oper: iting with the government as he should in the purchase of gov- 
ernment securities.’’ Losses of dep ositors on the one hand, and availability of bask 
credit on the other, suggest, of course, the twofold (deposit and loan) functions 
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of the commercial banker. Credit accommodation, provided in response to business 
and government needs, is reflected in the earning assets of the bank; and the 
monetary services furnished by the bank are reflected in the deposits (and notes) 
on the liability side of bank statements. 

These dual functions are integrally related, one arising out of the other, evolv- 
ing and developing together, as a result of processes economical and convenient 
alike to bankers and customers. But shifting emphasis in the relative importance, at 
one time of credit facilities, at another time of the solvency and liquidity of de- 
posits, gives rise to a dilemma, and is the source of constant difficulties—the cause 
of perennial criticism of bankers. The commercial banker is engaged in serving 
conflicting sets of interests, interests which are dependent upon each other, and 
yet which are, in a sense, mutually incompatible. 

For example, during periods of good business (also in young, capital-poor, 
borrowing countries) bank credit facilities are never adequate. Borrowers clamor 
for easy money and for lax regulation. Even the government winks at unsound 
practices, when it needs money badly and is borrowing heavily. During credit 
crises and depressions, which usually follow periods of overlending and unsound 
and nonliquid investing, emphasis shifts to the interests of depositors (and note 
holders), and banks are criticized for not having provided adequately for their 
protection when losses occur. 

A review of commercial bank theory in the light of American history provides 
a necessary background for the appraisal of our system and for the consideration of 
reform proposals. 

The traditional British practice of holding cash plus commercial assets back of 
demand liabilities suited neither borrowers’ needs nor monetary demands in the 
United States. Capital financing had to be supplied, and the monetary needs of the 
community could not be adequately served by notes and deposits based solely upon 
working capital loans. National bank laws were based upon the “commercial 
loan” theory until the McFadden Act of 1927, a correction which went too far, 
and which caused a reversion in 1933. State laws have been more realistic. They 
have permitted capital loans, investments in securities and in real estate. Paren- 
thetically, the shift to state charters has often been due, not to any desire on the 
part of bankers to do an unsound or a quack banking business, nor to take ad- 
vantage of the “competition in laxity’ between national and state laws, but to 
serve productive financial needs not permitted under the national banking pro- 
hibitions and restrictions applying uniformly over the whole country. Banking 
practice adjusts itself to changing conditions. Laws must keep in step with these 
changes, since if they are too rigid and stereotyped they unduly cramp “‘legiti- 
mate” financing and monetary needs of the community. If too lax, the dangers of 
unsound banking, both with respect to loans and investments and credit money. 
are particularly grave under our unit, free banking system. 

Diversification of deposits (demand, savings, trust, etc.) prompted diversifica- 
tion of earning assets. As capital loans and investments became less speculative 
and the market for such assets broadened, they came to be considered sufficiently 
safe and liquid to convert into cash to meet cash claims. The “‘shiftability theory” 
did not work when put to the test in 1929, not because the practice of assuming 
demand and time obligations against fractional reserves of cash plus commercial 
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loans plus capital loans plus investments is undesirable per se, but on account of 
the less effective administration that resulted. We had “elastic” money but too 
much ineligible and long-term paper to insure the liquidity of the credit advance 
of the banking system. If the principles of sound banking are violated by tying 
up a disproportionate amount of the bank’s funds in mortgages, capital loans, and 
investments, or if the lure of profits on speculative advances has overshadowed 
considerations of security and liquidity, trouble is bound to occur. But the reason 
for distress is to be found in the fact that the business of furnishing both monetay 
media and credit facilities has become complicated and requires expert manage. 
ment. In “department store’ banking, specialists are needed not only in com. 
mercial banking but in all lines of endeavor undertaken. Otherwise, specialized 
institutions must take the place of diversified financing. The control of the bank 
credit of the system must fall within the province of a banker’s bank. There js 
much truth in Dr. Gephart’s contention that the Federal Reserve system has not 
been an instrumentality of its members and hence has not had Opportunity to 
demonstrate its true value. 

Dr. Lichtenstein has criticized the Treasury report on the credit survey of the 
Seventh District on the ground that it recommends measures which in effect en. 
courage the same credit practices which got us into difficulties in the twenties, This 
touches upon that aspect of the banker’s dilemma which has to do with the avails. 
bility of bank credit. If bankers discountenance working capital loans, other 
agencies, private and government, will have to make them. Direct loans to indus- 
try by the Federal Reserve banks, the RFC, or by some new intermediate credit 
system, are and will be a consequence of present restrictions on commercial banks. 
I share the apprehension which both Dr. Lichtenstein and Dr. Gephart have con. 
cerning government banking, but this danger is more imminent, in my opinion, on 
account of the breakdown of the banks’ monetary functions than because of the 
“unavailability” of bank credit. This leads me to comment briefly upon the pro- 
posal for the complete separation of commercial monetary and banking functions 

Professor Irving Fisher has recently been converted to the plan of making 
“deposit currency” safe by adopting the so-called “100 per cent currency princ- 
ple,” and putting the administration of “monetary” functions into the hands of « 
federal monetary authority. Real banking, that is, money lending, would under 
this scheme, be left to bankers, whereas the government would buy up bank assets 
equal to demand deposits (some 17 billion dollars) and banks would be required 
to hold 100 per cent government money (cash) back of such deposits at all times. 
In other words, it is proposed to bisect the commercial banking organism longi- 
tudinally and to expect the former biped to walk effectively on one leg. The logic 
back of this proposal is simple; it has been applied to bank notes. The old gold- 
smith bankers first issued their notes against 100 per cent reserve of specie, then 
found that a fractional “cash” reserve sufficed. This worked all right under stable 
conditions, but in times of crises imprudent bankers with “‘nonliquid” assets and 
low reserves had to suspend cash payments. The British government stepped in, 
and in 1844 crystallized note issue by requiring a 100 per cent reserve on all notes 
issued above a fiduciary issue based on government bonds. Government bond se- 
cured currency also proved successful under the free banking system in New York 
and the National Banking system in the United States. Bank notes were made safe, 
but at the expense of elasticity. So, also, bank deposits may be made safe and usi- 
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form, and inelastic. What is simpler than to go back to the fundamentals as de- 
vised by the goldsmiths and to do for checks what we have done for notes. But it 
is like discarding an automobile, out of order for the moment, in favor of the old- 
fashioned wagon. The 100 per cent currency plan is a way out of one aspect of the 
dilemma of commercial banking. It provides safety and protection for the deposi- 
tor (so long as inflationary possibilities of “government secured” liabilities are 
avoided), but it offers no solution to the other aspect of the dilemma. It provides 
for no improvement in the character of bank loans and other earning assets. Fur- 
thermore, the non-flexibility and rigidity of the scheme might well lead either to 
a breakdown of the system or to the growth of unregulated credit practices (some 
good, some bad). 

~ In our eagerness to protect the depositor may we not run the risk of circum- 
scribing the dual functions of banking too narrowly? With regulations and con- 
ditions so strictly drawn that only business coming within the principles of “im- 
plied warranties” is left to banks, will we not leave open a wide field of operations 
for schemes based upon the principle of caveat emptor—schemes embraced by the 
very people who, because of ignorance or because of expense or inaccessibility of 
sound institutions, happen to be the ones least able to bear the risk of loss? 

In Chicago several irregular types of institutions have cropped up to fulfill a 
real or apparent need for credit and money. This may or may not be symptomatic 
of what is occurring elsewhere. I shall cite only two cases for illustration: Caslow’s 
Recovery Scrip, and the Empire Credit Foundation. 

During the past year a private individual, without original capital investment, 
has arrogated to himself the power to issue over a third of a million dollars of 
self-liquidating” stamp scrip which serves as money. This should be a matter of 
apprehension and grave concern to people of the community, since the scheme has 
in it elements of weakness and danger, and it cannot fail to cause loss to thousands 
of honest people who continue until the debacle to have faith in this form of fiat 
money. 

More recently a concern has started the business of permitting “borrowers’’ to 
draw checks (against established credits) , which in turn are deposited and drawn 
against in a chain-like sequence. The Foundation charges a ‘‘commission” for the 
service, but does business without capital or cash. It is apparent that such un- 
sound encroachment upon commercial banking activities can only result in failure 
and collapse, the sufferers in this case, as in the other, being the customers, since 
the entrepreneurs assume no liabilities. 

The remedy for these abuses is not to legislate them out of existence, since in 
that case other schemes will take their place. Nor is the remedy to be found in an 
attempt to make commercial banking ‘‘foolproof.” The real remedy, in my judg, 
ment, is to educate and train professional bankers in the dual functions of com- 
mercial banking. Steps in this direction have already been taken, and bankers are 
becoming conscious of the need of improving banking personnel. 

As an instance of this movement I may cite the report of a committee of the 
Illinois Bankers Association on Making Banking a Legalized Profession. The 


f first paragraphs of the report read as follows: 


The immediate and practical objective of this Committee’s activities is to canvass the means 


of improving the caliber and efficiency of the administrative personnel in Illinois banks. 
The ultimate ideal which the Committee has in mind in making its recommendations is the 
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development of 50,000 to 60,000 professional bankers in the United States, bankers who wilj 
not be money-makers as such, but who will consider banking a permanent career and who 
will be satished with their status, will live up to the highest standards expected of them, 
and will warrant the confidence reposed in them by their customers and by the people of the 
community. 

May I now summarize my remarks: (1) The twofold functions of commercial 
banks are not the result of historical accident. (2) The conflict of interests between 
borrower and depositor (and note holder) presents a perpetual problem. (3) Too 
rigorous regulation and control one way or the other results in avoidance of leg, 
restrictions, or legalization of new practices. (4) Adjustments of banking func. 
tions to business and government needs are constantly necessary to keep the m. 
chinery running smoothly and safely. (5) We need bankers, trained in the dual 
functions of banking, able to make sound adjustments to the changing monetary 
and credit needs of the community, in order to avoid a destruction of the system 
and the growth of unsound and dangerous credit excrescenses. 

C. A. PHILLIPS: With the major sections of Mr. Gephart’s able and valuable 
paper I am in hearty agreement; at one point, however, I am prompted to express 
dissent, and at another to urge the adoption of a measure that would diverge from 
his own recommendations. 

One of the prominent contentions in Mr. Gephart’s paper is that banks have 
little or only indirect control over the amount of funds entrusted to them. Such: 
contention would seem to be based upon a lack of clearness of distinction between 
the individual bank and banks taken in the aggregate. There may be some measure 
of validity in the statement that an individual bank in a system like our own has 
little or only indirect control over the amount of funds entrusted to it; neverthe- 
less, it would seem entirely clear that banks in the aggregate very largely control 
the amount of funds entrusted to them. Banks taken collectively through their 
lending operations creatively set in motion overflow funds the lodgment of which 
in the aggregate banks gives rise to deposit liabilities of corresponding amount. 
The statement that banks have little or only indirect control over the amount of 
funds entrusted to them represents, therefore, only a partial or incomplete view 
and is a somewhat misleading and a somewhat obscure half-truth. It would be 
more nearly correct to say that banks in the aggregate have a very powerful 
control over the amount of what Mr. Gephart calls “funds entrusted to them.”! 

Integration, unification, co-ordination; these, as Mr. Gephart implies, are 
kind of summum bonum of present day banking in the United States. The most 
imperative need for co-ordination and uniformity is with reference to credit ex- 
tension and the relationship between capital items on the one hand and outside 
liabilities, chiefly deposits, on the other. 

Credit extension in banking is a procedure the results of which find positive, 
although belated, reflection in the ratio of capital items to outside liabilities. It 
follows, therefore, that a unified control over the capital structure in its relation- 
ship to outside debts would indirectly regulate the vitally important matter of 
credit extension. 

After many years of intermittent agitation a significant beginning has been made 

* The use of the phrase “funds entrusted to banks’ seems to me unfortunate and to breed 


confusion. There is uncertainty as to whether the phrase is used to indicate deposits, or 1 
indicate money or its equivalent lodged with a depository bank. 
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in the regulation of the ratio of capital to deposits. The federal government is at 
present striving to bring about an adherence to the rule that the protective items 
in the balance sheets of the Federal Reserve member banks be at least one- 
tenth of the liabilities to be protected. An examination of the problem of banking 
unification in the United States impels one to inquire as to additional potentialities 
that may be inherent in a more extended and possibly even better grounded at- 
tempt at protective regulation. 

The Italians, centuries ago, had a rule that the ratio between protective items 
and items to be protected should be as one to three or one to four. Now, in view of 
the dwindling importance of double liability in the United States one would 
scarcely be charged with extreme conservatism if he suggested a ratio of one to 
eight as “ideal” or highly satisfactory. 

It would seem to the writer at once advantageous and practicable to modify our 
present system of deposit insurance or guaranty through the introduction of a 
sliding scale. It is suggested that the deposits of banks having a protective ratio 
as favorable as one to eight be insured or guaranteed up to 90 per cent, and that 
the deposits of banks with less conservative capital structures be guaranteed ac- 
cordingly. Thus, a bank whose protective ratio stood at one to ten might well have 
its deposits guaranteed to 80 per cent; one to twelve, 70 per cent; one to fourteen, 
60 per cent ; and one to sixteen, 50 per cent. Banks whose protective items were in 
an even more attenuated relationship to outside liabilities than suggested by the 
ratio of one to sixteen might well be prohibited from enjoying the guaranty fea- 
ture in any measure. 

With the sliding scale in operation banks would divide into three principal 
categories: first, those whose deposits were guaranteed at, let us say, 90 per cent; 
second, those whose deposits were guaranteed from 85 to as low as, let us say, 50 
per cent; and third, those whose deposits, either because of unwillingness to en- 
ter the system or because of deficient protective capacity, would stand quite beyond 
the pale of guaranty. 

The sliding scale system of bank deposit guaranty thus briefly set forth, with a 
90 per cent maximum as a point of departure, would seem to be highly compatible 
with the contention that the premium which bank deposit guaranty places on un- 
sound banking should be kept at a reasonable minimum. A 90 per cent guaranty 
at the top would be favorable to the exercise of some care and judgment on the part 
of the customer in the selection of his depository bank; and the sliding scale ar- 
rangement, if properly reported to the public, would be distinctly conducive to the 
same desirable end. 

The individual bank participating in the sliding scale arrangement should be 
required to keep visibly displayed in its lobby a statement as to the percentage of 
guaranty touching its deposits. Only a minimum of banking education would be 
required on the part of the public in order that the significance of the factors de- 
termining the guaranty rate might be grasped and understood. Banks whose de- 
posits were not eligible to guaranty and those whose deposits fell short of the 90 
per cent maximum would be under positive pressure and incentive promptly to 
make the changes in capital structure requisite to meet the full approval of the 
supervising agency and of the banking public. 

Before the requirements involved in the proposal were actually imposed, sufh- 
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cient time should be allowed to elapse to make possible the essential adjustmen; 
of capital structure without unreasonable disadvantage to the bank in question 
A period of not less than two years would seem adequate. 

It would also be a feature of some prominence in the scheme here presented 
that the state as well as national bank examinations, which would have to do with 
capital structure primarily, should be made by capable federal examiners. 

It is in place, furthermore, to mention that the sliding scale of guaranty would 
have only indirect connection with the liquidity of bank assets. Soundness anj 
goodness may exist without liquidity, the importance of which has been overen. 
phasized. In fact, attention was recently drawn to the case of a bank that was 7) 
per cent liquid and 30 per cent loss. 

Finally, it deserves to be pointed out that the operation of the sliding scale 
principle would not represent an expansion of the scope of government activity 
but only a change in its direction and character. 

The sliding scale plan with only partial guaranty at maximum would go fu 
toward meeting the objection of those bankers and others who rightly maintain 
that the present system of guaranty or insurance imposes an undue penalty upon 
the conservative, capable, and prudent banker for the benefit of his inefficient, 
ignorant, and even reckless competitor. 

The graduated system also should meet the approval of economists and others 
who, appreciating the reluctance of the states to give up their powers to chur. 
ter, regulate, and supervise banks of loan and deposit, desire to bring about a 
larger measure of uniform control over the very diverse agencies that constitute our 
banking system. 

Whatever its effectiveness as to co-ordination and integration, the adoption of 
the sliding scale would tend strongly to magnify the advantages and to minimize 
the weaknesses of our present system of bank deposit guaranty. 

WALTER LICHTENSTEIN: My difficulty in discussing this paper is that I agree 
with everything which Mr. Gephart says and consequently have no criticisms to 
offer, but can merely emphasize certain points which he has made and perhaps 
amplify them slightly. 

In a paper read in 1919, I pointed out that the fundamental difficulty with our 
banking structure was that it did not represent an integrated system and that there 
were too many banks—at one time over thirty thousand. Obviously, some of them 
were poorly managed and inadequately capitalized. The trouble has been that in 
the past, and perhaps the same will be true in the future, the American public as 
a whole has been more interested in easy credit than in safety of deposits. Un- 
doubtedly, the extensive system of unit banking and the lack of uniformity which 
has prevailed has resulted in making credit very readily available in small com- 
munities far distant from the larger financial centers. The question, however, 
might be raised whether some of these communities and the country as a whole 
would not have been better off if there had not been a forced development in 
some instances of towns, brought on in part by the ease with which banking 
credit could be obtained even when not warranted. I am not certain that branch 
banking, without considerable restrictions, is the answer to our problem, but I am 
convinced that our banking system as pointed out by Mr. Gephart requires some 
changes. 
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In this connection it should be stated that the Banking Act of 1933 really did 
not address itself to fundamental problems. The spectacular shortcomings of a few 
of the heads of a few large banks impressed the public and their representatives to 
such an extent that legislation to prevent the recurrence of malpractices seemed 
the most essential requirement of the moment. Politically this is quite under- 
standable, but I am sure that most of the audience here will agree with me that 
really this is not a question of primary importance. To be sure, it is very sad that 
human frailty should be such that even in large banks with elaborate auditing 
systems it happens occasionally that some trusted official or clerk will embezzle 
smaller or larger sums, but, after all, that has nothing really to do with the ques- 
tion of banking policy. 

Mr. Gephart states, “It is not the commercial bankers’ business to furnish long- 
term capital or convert capital assets into current purchasing power.” I presume 
that Mr. Gephart wrote that sentence before the publication of the Viner-Hardy 
report. I myself have not seen the whole report and I am dependent upon more or 
less complete extracts appearing in the daily press, but I should like to point out 
that the Viner-Hardy report runs counter to the ideas enunciated by Mr. Gephart. 
If the newspapers reported the findings of Messrs. Viner and Hardy and their as- 
sistants correctly, it must be confessed that there are some very curious things 
contained in this report, and as these bear upon the problems presented by Mr. 
Gephart I should like to spend a few minutes in discussing this report in so far as 
I am familiar with it. 

It must be admitted that the liquidity of commercial loans has always been to 
some extent theoretical. Every banker is well aware of the fact that there are a 
number of so-called “commercial loans” which are renewed again and again. In so 
far as this is true, the suggestion made in the report of the Treasury officials 
presents nothing new. But I question the advisability of recommending the practice 
as long as demand deposits are to be demand deposits. It is also somewhat strange 
to be told as long as a borrower pays his interest on a loan regularly he should 
not be required to pay back the principal. Apparently the idea is that after the bor- 
rower is no longer able to pay the interest he shall then be required to pay back 
the principal. I submit that it might be rather difficult to find borrowers who can 
pay back principal when they are not in a position to pay the presumably much 
smaller amount of interest due. 

I also question the general advisability of some of the recommendations made 
in regard to the examinations of banks. At the present moment the tendency of 
the Administration is to make credit easier and when it is remembered that there 
is now in existence a mutual guaranty of deposits, well managed banks should be 
interested more than ever in having examinations more stringent and not less so. 
Certainly, if responsible officials urge examiners to go easy, the obvious result will 
be to make these examiners more hesitant in criticizing doubtful loans. In other 
words, the Viner-Hardy report, as it seems to me, is recommending that banks do 
the very things which got them into difficulties in the years prior to 1930 and for 
which they were justly criticized. 

There may be border line cases where individuals and firms have been refused 
credit which migat possibly have been granted; probably also there are a certain 
number of cases of small businesses in need of capital sums too small to warrant 
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underwriting and whose continued existence would be profitable and desirable 
Nevertheless, I repeat that unless we have fundamental changes in our banking 
structure and an entirely different permanent attitude on the part of depositors we 
should find that the type of loan recommended by the Viner-Hardy report js 
most undesirable. In suggesting that what may be needed are fundamental changes 
I should not wish for a moment to be thought an advocate of the Simons plan 
with which, I presume, most of you are familiar, It seems to me that the Simon; 
plan would not result, as claimed by its author, in maintaining laissez faire, by 
would be the end of any individual and private initiative. I cannot see how 
under the Simons plan sufficient credit for the short-term requirements of bus. 
ness will be available without government aid, and if the government is to be the 
source of all credit, it means the political domination of all business. 

Taking a long point of view, I am not very much worried about the future of 
banking in this country. I am somewhat concerned about many of the experiments 
which are being recommended and some of which may be tried out in the next few 
years. In the long run, however, banking as practised all over the world has been 
pretty efficient, and, though changes may gradually be introduced, as long as we 
have everything resembling our present capitalistic system I question whether 
anything much better will be found than the present method of banking, by 


which, of course, I mean banking methods and not necessarily our present some- 
what peculiar and unusual banking structure. 


One word in respect to the smaller concerns which require capital sums for 
which a bond or stock issue is not feasible. There again we find legislation has been 
enacted for the purpose of correcting more or less transient abuses. After all how 
did commercial banks come to do underwriting? Remember that almost up to the 
time of the War most of the long-term financing required by American business 
was furnished by Europe. There were no large accumulations of liquid funds 
available. Then quite suddenly we had to finance not merely our own business but 
also commerce all over the world. There was no adequate reservoir on which to 
draw outside of the commercial bank deposits and as we know from recent Con- 
gressional investigations this is still true. One may be permitted to wonder how 
any large-scale underwriting for business will be satisfactorily carried on if the 
demand for capital funds should suddenly become active. Undoubtedly, in cours 
of time some machinery will be developed, but in the meantime we have in this 
one more factor retarding recovery. There again I must take issue with Messts. 
Viner and Hardy. To be sure, long-time financing was not included in their terms 
of reference, but evidently by implication the subject is touched upon in the report. 
It seems to me there also nothing fundamental is offered. Perhaps this was impos- 
sible; but then one may regret the fact. 


HERBERT Tout: It is indeed gratifying to find so great a measure of agree 
ment upon what must be regarded as the fundamental prerequisite to a satisfac 
tory commercial banking system—the quality of the individual bankers. Banking 


to be safely conducted, demands from the banker a rare combination of conservi- 
tism, of deliberate abstention from immediate profit, of social responsibility, and 
of commercial instinct. It is largely to the extent that changes and reforms 
succeed in developing this combination of qualities that we may hope 
for their success. Stricter or freer government regulation of the technic! 
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operations of banking, segregation of deposits, and branch banking must all alike 
be judged by their probable effects, either directly or through their educational 
influences, upon the men who control the commercial banking system. Though it 
is true that we have never lacked good bankers, the cause of the troubles of the 
past seems to be very largely the fact that we have had an inadequate number of 
them to man our whole system. 

The history of American banking seems clearly to indicate the impotence of 
regulation and examination to produce their desired effect. The best of regulation 
seems powerless to produce safety without good bankers, and with them regula- 
tion is unnecessary. It is out of the question to abandon our controls immediately 
but we may perhaps look forward to a gradually decreasing range of government 
interference with the technical operations of banks, particularly with that most 
ineffective of all controls, the detailed specification of the types of paper upon 
which banks are permitted to lend. In this respect therefore I am most heartily in 
accord with Mr. Gephart’s plea for narrowing the sphere of political control. 

With Dean Phillips’ criticism I also agree, and this criticism suggests the ne- 
cessity for some political control along a line with which Mr. Gephart does not 
seem to sympathize. Mr. Phillips has done yeoman service in the detailed analysis 
of the extension of credit by the banking system, and it seems abundantly clear 
from his work, and from that of others, that the banking system as a whole has 
the power to determine very largely the total amount of bank credit available. This 
power cannot safely be left uncontrolled. Such control can very likely be achieved, 
it seems to me, by our present central banking organization, with very little ex- 
tension of its powers. 

The Chicago plan represents another line of approach to this problem, and it 
is an attractive one, for it strikes straight to the root of the matter. So radical a 
break, however, with institutional arrangements that have not sprung into being 
without some purpose seems to be undesirable unless and until it has been con- 
clusively demonstrated that our present central banking facilities, aided by a com- 
mercial banking system that will not collapse, are inadequate to solve the problem. 

Recognizing the necessity of central banking control through the operations of 
the Federal Reserve system, I think we fool ourselves if we imagine that such con- 
trol can ever be severed from the political departments of government. It is in- 
conceivable that the removal of the Secretary of the Treasury and the Comptroller 
of the Currency from the Federal Reserve Board would produce a state of affairs 
in which the views and desires of the government of the day would not be force- 
fully represented upon the Board. Similarly the substitution of a central bank for 
the present system would not seem to threaten any very real change from the de 
facto situation. The history of central banking abroad, even in England, seems to 
support this conclusion. Today no separation that does very much more than 
emancipate the central bank from the day to day pressures of congressmen is 
practicable, for after all the ultimate control of credit is regarded as a vital func- 

tion of government. The representation of an independent and experienced point 
of view in the central bank’s governing body is perhaps the best safeguard that 
can in practice be devised. 

In times of depression, the commercial banking system furnishes a true example 
of a case where the “tail wags the dog.” The failure of its weakest members sets 
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cumulative deflation on its devasting course. Even insignificant rural banks cap jp 
such times become of real importance in provoking public distrust, if they fail ove 
a wide enough area and in sufficient numbers. Here is an aspect of bank reform 
that merits more attention than it has received. The one fact that stands out js 
that a typically rural bank is not strictly a commercial bank at all. In Minnesot, 
for example, about two-thirds of its deposits are time deposits, and less than; 
third of its assets are really commercial bank assets.1 In any plan for bank reform, 
the problem presented by these banks cannot be ignored. These hodgepodge insti. 
tutions have grown up in response to a definite need. Though quantitatively un- 
important in the amount of credit they furnish, in times of stress they may threaten 
the whole system. Branch banking, it is to be hoped, will one day furnish ; 
remedy, but let it be recognized that these branches can hardly be strictly com. 
mercial banks. 

C. A. Curtis: I am sure that we all agree that Mr. Gephart has done a valuable 
service in his paper by bringing out various points for discussion. It has always 
seemed to me to be a good technique to divide commercial banking into two a. 
pects. The first is that of the day-to-day business of banking—called practical 
banking—and the second is that of the social aspects of the first. Mr. Phillips 
touched on an aspect of the latter—credit expansion—which is fundamental. My 
agreement with Mr. Gephart’s paper was mainly on points of practical banking 
for I cannot see who can run a bank better than trained bankers, while my dis. 
agreement is mainly on points of the social results of banking. I shall confine my 
remarks to two specific points in Mr. Gephart’s paper. 

The first is with respect to political interference with banking. Now we mus 
define the term “‘political interference.” I am sure that we would all agree that 
the small, petty influ ence which is sometimes called political or party should be 
eliminated from banking—practical banking—or indeed from any other business 
activity. But there is a broad type of influence—that of the legislature or its execu- 
tive—on banking policy which may be termed political or possibly public; it 
represents the attempt of the state to influence a subordinate agency—a central 
bank—to which certain social powers have been delegated. Such influence is in- 
evitable, if not desirable. The experience of recent years has demonstrated that 
the treasuries of practically all countries have attempted to influence the monetary 
policy of the country, and as examples I need only quote Great Britain, France 
and Australia. Also the current depression has resulted in such a great popular 
interest in monetary matters—one need mention only Major Douglas—that for 
the time such matters are political in a broad sense. I think, therefore, that Mr. 
Gephart’s hope that all ‘“‘political’” influences should be eliminated from banking 
is entirely illusionary, and that, for good or bad, this is for some time a definite 
part of any democratic country. 

The second point has to do with one of the questions raised by Mr. Gephart 
and is of particular interest to me; that is, branch banking. In this connection | 
may make some allusions to the Canadian banking system. I think that I may 
properly do so at this meeting for this systern is the direct lineal descendent of 


* For a discussion of the problems presented by rural —s see A Type Study of Americar 
Banking. Non-Metropolitan Minnesota Banks, edited by R. A. Stevenson, University of 
Minnesota Press (Minneapolis, 1934). 


| 
Al 
| 
| 
| litt 
It 
evi 
ins 
no 
rat 
va 
| “ 
th 
va 
th 
| 
th 
ot 
th 
th 
| 
fe 
if 
| 
| 


Our Commercial Banking System—Discussion 101 


Alexander Hamilton's First Bank of the United States. It, therefore, gives you 


fail ove: MBcome idea of “what might have been”’ in the United States. 

k reform It seems to me that, in terms of an efficient banking instrument, there can be 
ds out js MMM ittle question about the supremacy of a branch banking system over a unit system. 
innesota, HMI: scemes to me, also, that if the United States wishes to eliminate many of the 
8S than ¢ MB <vils and difficulties of a unit system, which is unique in the world and which has 
< teform, FBto be sustained by continual legislative bolstering, the adoption of the branch 
dge insti. MB bank system is an effective means of doing this. From the viewpoint of getting an 
ively un- MMM institution which will assist in maximizing the national income I feel that there is 
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no answer but that of branch banking. On the other hand, I think it is a perfectly 
rational position that a country should believe that there are certain intangible ad- 
vantages to a unit banking system and that these intangible advantages are worth 
paying a certain price for; as I say, the position is rational and understandable. But 
the increase in the price which in recent years has been paid for these intangible ad- 
vantages has reached a point which in my opinion is prohibitive. Now, in saying 


valuable 
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> two as- MB this | am not unaware of the disadvantages and problems of branch banking and 
practical HP] am not of the opinion that such a system does not in itself raise difficulties ; also, 
Phillips MB there is a real problem in bringing about the transition from one system to the 
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other. But I am satisfied that for the immediate, particular banking difficulties of 
the United States, which we are discussing here, branch banking is to a great extent 
the remedy. 

Now with respect to the divided control of banking in the United States I 
feel that the greater efficiency of branch banking is such that if there existed un- 
restricted nation-wide branch banking, even state systems of branch banking would 
succumb to the greater efficiency of the wider systems. I feel, therefore, that, in fact, 
part of the problem of divided control of banking activities between the states and 
the federal government would be met by branch banking and the result would be 
to diminish substantially the importance of state banking systems. 
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THE PROBLEM OF RAILROAD COMPETITION 


By LESLIE CRAVEN, Counsel 
Federal Co-ordinator of Transportation 


The railroad industry is at a difficult crisis and presents a major nation] 
problem. There are many phases of the situation. To attempt to see them 
in the thirty minutes given me is like seeing Europe in thirty days. Even 
that may be worth while to busy people. From a Washington vantage point, 
I have watched the movement and, as briefly as I can, I shall give you some 
impressions of it. This will not be a technical discussion. It has technical 
aspects, but as frequently happens, the answer is not to be found primarily 
in technique. In this country we are in danger of accepting the German 
inclination to believe that the solution of such problems is in materialistic 
technique, disregarding the human values. The railroad problem is primarily 
a human relationship problem. It arose and rests in entrenched antagonisms, 

As thinking men, we must believe that there is no situation so tangled 
that intelligence cannot extricate us from it. Our danger is always in the 
lag of our intelligence. Consequently, conventional thinking is usually at 
the root of our troubles. It is at the root of the railroad problem. It is fair 
to say that there has been no forward progress with it since the Transports. 
tion Act of 1920, except in abandoning some of the most important 
provisions of that Act. People like to talk about the rock of the truth. 
Rather, it seems to me that it is a flame, a stream—alive, adaptable, spon- 
taneously arising ever new to meet the infinite variety of new conditions. 
We lawyers have been the leading exponents of the rock theory. If these 
national problems are to be solved, it will be by the living waters of a fresh 
intelligence. While it is very hard to know what is the action of intelligence, 
and what is just mere action, it is clear that intelligence, and not mere action, 
which is what many reforms are, is what is needed. We ought to be grateful 
to be living in a crisis of a great depression which serves to break the mes- 
merism of the orthodox thinking which was its cause. It compels the changes 
which wisdom would have brought more gently. 

The railroads have come to the present crisis in large part because of the 
conventionalized treatment of competition, and the way out lies through 
a new treatment of it. It did not arise out of a misconception of technique, 
but out of a wrong emotional motivation, the antagonisms of the granget 
movement. The railroad is peculiarly vulnerable to competition. This 1s 
because of the necessarily large capital requirements—trelatively greater 
than in almost any other business—and the consequent high capital costs, 
irreducible when business is bad; and because this capital, once invested, 
cannot be regained. A railroad, unlike a shoe factory, cannot be converted 
into a plant for any other use. Consequently, in practically all countries, 
competition between the railroads has been abolished. Because it is ut 
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atural between railroads and peculiarly dangerous, their history in this 
ountry has been marked by their instinctive struggle to get free from it. 
e extreme danger to the railroads of competition has made their com- 
etitive practices more exaggerated. The abuses, such as rebating and other 


ationa| eforms of discrimination, which have been the occasion of much injustice 
© them pend public outcry, have been the result of the competitive urge. 
. Even In the United States we have concurrently and rigorously applied two 


theories of regulation to the railroads which are mutually contradictory. 


a We have regulated them as though they are a natural monopoly. At the 


SOme 


chnica| esxme time we have enforced competition. The fundamental justification 
imarily fimo" the regulation of public utility rates is that because of the monopolistic 
‘erman ecaracter of the enterprise, a governmental regulation is necessary because 


the forces of supply and demand do not operate to fix the price of the 
product as they do for competitive enterprises. In contradistinction, the 
purpose of the anti-trust laws has been to enforce competition among 
businesses which are naturally competitive, as a means of providing fair 
prices by insuring the free play of the forces of supply and demand and 
prohibiting the impairment of that free play by the creation of monopolies 
or lesser measures of restraint. These two theories proceed obviously from 
contradictory hypotheses. The unanimous decisions of our courts have been 
that public utilities (other than railroads) which are subject, as such, to 
regulation, are exempt from the provisions of the anti-trust laws. 

Our railroads have borne the full brunt of regulation under both meth- 
ods, The monopolistic electric light or telephone companies have ordinarily 
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S these [ME not been subjected to such thorough and varied regulation as has been 
1 fresh [ME imposed upon the railroads. At the same time, the anti-trust laws have been 
gence, ame vigorously enforced. When the railroads attempted to minimize competi- 
action, fe 100 by making agreements among themselves to maintain reasonable rates, 
rateful a their action was held illegal under the Sherman Anti-Trust Act, when 
e mes: Ee 2dmittedly it did not impose an unreasonable restraint. When they at- 


tempted to pool, it was forbidden by the Act to Regulate Commerce. The 


hanges 
cattiers then turned to consolidations. But the Supreme Court in such 


of the Mae C28es as the Northern Securities Case held that mergers were illegal. The 
rough fm Country was thus definitely committed to a policy of duality in regulation, 
nique although in 1887 the Commission in its first annual report bluntly pointed 


to its dangers and inconsistency. All this was the aftermath of the granger 
movement. 

The evidence of the lack of economy and efficiency arising from the 
railroads’ competitive practices afforded by the federal co-ordination during 
the War, challenged the conventional conceptions about competition, but 
failed to produce progress in reform. Due to the lag of conventional 
thought, the law as amended in the Transportation Act of 1920 (a compre- 
hensive revamping of railroad regulation in light of the war experience) 
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was not sufficiently liberal. Consolidations were authorized, but the move. 
ment was hamstrung by the provision that competition was to be preserve 
as fully as possible. Even with effective commission regulation, there was 
still fear of eliminating competition. Consolidations were not sought tp 
secure efficiency and economy, but as an abortive attempt to force the 
strong roads, in order to avoid the recapture of earnings, to pick up the 
weak lines as a part of the general attempt of the Act to protect the wei 
lines at the expense of the strong. But the strong lines were not so inclined, 
Further, consolidations, if approved, had to be consistent with a prescribed 
national plan. This permitted marriages when the eugenic specialist picked 
the mates, but with no certain purpose to strengthen the breed. There has 
been, consequently, no general consolidation movement. Pooling was 
specifically authorized. But the carriers have not availed themselves of this 
provision, in part because of the conventional rugged individualism inbred 
in the carriers by years of vigorous competition, and in part because the 
carriers looked forward to, and were inclined to prefer, consolidations. The 
legislation was, however, significant in that it marked a partial bending, 
although not breaking, of the conventional thinking about competition. 

Since 1920, a new set of competitive conditions confronts the railroads 
in the remarkable development of the transportation facilities of carriers 
other than railroads. This clearly requires a new treatment of the competition 
problem. The increase in the investment in transportation facilities between 
1920 and 1932 represented a capital outlay of substantially 25 billion dol- 
lars. After deducting the outlay on the railroads, the remainder was about 
equal to the recorded investment in railroad property as it stood in 1920. 
Thus we have greatly increased the transportation plant of the nation at a 
time when there has been no corresponding increase in its business. This 
competition is not merely in the form of the tremendous development of 
highways and the growth of the automotive transportation industry; it lies 
in inland waterway transportation, and in coastal and intercoastal water fa- 
cilities; in pipe-lines that are now carrying gasolene as well as crude oil. 
The coal traffic of the railroads has been greatly curtailed by the incursions of 
fuel oil, natural gas, and the transmission of electric power. The develop- 
ment of this competition between the railroads and other forms of trans- 
portation removes any claims of necessity for the continuance of enforced 
competition among the railroads. 

The roads are now suffering from a coincidence of a great depression 
and the sharp effectiveness of this new competition. The decline of traffic 
in this depression has been as high as 50 per cent as compared with a 
maximum decline of 20 per cent in previous depressions. It is impossible to 
say how far the present condition of the carriers is due to the country’s 
economic condition and how far it is due to the new competition. The 
effect of this competition upon the railroad plant, in the impairment of its 
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usefulness through functional depreciation, is something now quite beyond 
calculation, because its degree will depend in a large measure upon the 
extent to which the competing forms of transportation are subjected to 
effective regulation, and the extent to which the railroads meet this com- 
petition. How far will the regulators and the managers of the railroads 
discard conventional thinking and adapt themselves to brand new con- 
ditions? 

In 1924, the railroads earned a net income of 986 million dollars, after 
paying fixed charges; in 1932, there was a net deficit of 139 million dollars; 
and in 1933, a net deficit of 5 million dollars. There are now 54 steam 
railroads in receivership or bankruptcy, aggregating about 43 thousand 
miles of road. The earnings for 1934 and 1935 will be affected by great 
increases in operating expenses. The railroads agreed with their employees 
that beginning on July 1, 1934, one-quarter of the 10 per cent pay reduc- 
tion, which had been in effect since February 1, 1932, should be restored; 
and the remainder before April 1, 1935. This will increase the operating 
expenses about 156 million dollars a year. The railroads estimate that the 
increase during the past year of materials and supplies, as the result of the 
NRA codes, will add 137 million dollars to their yearly operating expenses; 
that the Railroad Retirement Act, if it becomes effective, will add an addi- 
tional 60 million dollars. A petition for increased rates is pending before 
the Interstate Commerce Commission which, if allowed, would add 170 
million dollars to the revenue. What the decision will be, and the effect 
upon net revenue of rate increases, if allowed, are problematical. But large 
increases in revenue are not expected. 

The country is therefore confronted with the necessity of constructive 
action, unless there are to be receiverships affecting a great part of the 
railroad mileage of the country. What are the possibilities of salutary 
legislation designed to affect these competitive relationships? 

I think it is commonly agreed by all, excepting by the minorities to be 
regulated, that there should be a co-ordination of the regulation of all 
competing forms of transportation. The carrier of freight by truck or by 
water should be regulated. The subjection of the railroads to a vigorous 
regulation unequaled in the experience of our administrative law on the 
one hand, and the unregulated, and frequently subsidized, competition in 
the form of automotive and water carriers on the other, is obviously wrong. 
Within the trucking industry the substantial operators are already suffering 
the ravages of the competition of the fly-by-night competitor who does not 
know his costs, and very few are making adequate returns. 

As to the co-ordination of the railroads: The framers of the Emergency 
Transportation Act knew the costs of excessive competition and the neces- 
sity, in an economic crisis, of minimizing them. Consequently, the Act gives 
the Federal Co-ordinator the power to eliminate preventable competitive 
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wastes. But the Act provides that the employees shall not be reduced 

such co-ordinations below the number in service in May, 1933, after de. 
ducting the number removed from the pay rolls by deaths, resignations 
etc. This limitation effectively blocks the economies intended by the Aq 
and otherwise possible. The provision was, of course, consistent with the 
Administration's policy of preserving employment, but it prevents economic; 
which are essential. It is clear that before progress can be made toward 
the necessary co-ordinative economies, this provision should be amended 
to enable a reasonable protection of the employees through the payment of 
dismissal wages or otherwise, but not to prevent economies by requiring 
that no labor can be dispensed with. Labor, in the end, will prosper best 
with an efficient and prosperous industry given equal treatment in the law, 

The various alternatives in the co-ordination of the railroads cover a wide 
range. They have been thoroughly investigated by the staff of the Federal 
Co-ordinator. They go from minor minimizations or eliminations of com- 
petitive practices to their complete elimination by government ownership. 
There is much to be said about any one of them. I shall give you a rough 
picture painted with a broad brush. 

The most important are these: By means of the Pullman Company, the 
railroads pool their sleeping car equipment. But each line owns most of 
its equipment of other sorts. This requires a greater supply than a common 
agency would need. It means also that there is a great deal of empty mile- 
age; empty cars are hauled about on account of the lines wanting to load 
the cars which they own. Many railroads have cars which they use only in 
the peak of their seasonal traffic, which are unused for long periods of 
time, in seasons when, like Pullman cars, they might be used on other rail- 
roads. It has been estimated that if the freight cars of the country were 
pooled, there would be an annual economy of from 75 to 100 million 
dollars. (Experts, of course, fight about the accuracy of all such estimates.) 

The railroads pool certain parts of their package freight through the 
device of the express companies. It is clear that the less-than-carload-lot 
merchandise business is ordinarily not done at a profit, and that if it were 
pooled like the express business, there would be a great saving—estimated 
at 100 million dollars a year. Similar pooling of carload freight and the 
passenger business would produce great economies, difficult to estimate. 

In most of the great centers, the terminal operations are carried on by 
the individual roads in competition and with a great duplication of facilt- 
ties and service. In some places, but not generally, they maintain joint tet- 
minal companies. It has been estimated that a consolidation of these termi- 
nals would result in annual savings of 50 million dollars. Similarly, a 
pooling of shops would mean annual savings estimated as high as 60 million 
dollars. 

Such are the principal co-ordinative economies short of consolidation. 


| 
Th 
col 
cor 
obs 
cor 
su 
CO. 
ob 
be 
th 
att 
vo 
m 
lin 
he 
| ti 
no 
in 
tO 
si 
| m 
Ol 
| 
a 
P 
| 
0 
| 
P 


ed by 
de. 
tions, 
e Ac 
h the 
OMies 
nded 
nt of 
lifing 
t best 
> law, 
wide 
deral 
com: 
‘ship. 
‘ough 


7, the 
st of 
mile- 
load 
uly in 
ds of 
rail- 
were 
illion 
tes. ) 
1 the 
d-lot 
were 
nated 
1 the 
mate. 


Ilion 


tion. 


The Problem of Railroad Competition 107 


They would be accomplished by the railroads coming together in the joint 
conduct of only certain of their activities. A comprehensive program in- 
corporating the greater part of these proposals would result, it will be 
observed, in a highly complicated administrative organization. The present 
corporate organization of each company would continue, but in the opera- 
tion of each of a number of its important functions each company would 
surrender control to a corresponding number of joint organizations. The 
complexity and multiplicity of the operating organization seems a great 
objection to such course. To such arrangements, if carried far, there would 
be such objections as are made against large-scale consolidations, without 
their efficiency. The instinct of rugged individualism, the conventionalized 
attitude of competition inbred by years of rivalry, mean that the carriers 
voluntarily will have none of these things. They view with suspicion any 
movement which in any way breaks down the individuality of the present 
systems. The constitutional right of the carriers to insist upon compensation 
for the use of their property makes difficult and laborious any action along 
lines by compulsion of the government. 

A more complete co-ordination would be secured through a compre- 
hensive consolidation program. If the solution is sought through consolida- 
tions, it is clear that it must be by governmental compulsion. Under any 
non-compulsory program, it is certain that uneconomic and inefficient group- 
ings will result, due to the inevitable inclination of the individual carriers 
to grab favorable lines in the effort to build up their own power and 
importance, leaving the map strewn with scattered fragments of unde- 
sirable property. Such action cannot be permitted because the consolidations 
must be designed to perfect the transportation plant of the nation rather 
than to perfect a particular railroad as the strongest in the country. 

If my thesis is correct, the groupings should be so arranged as to eliminate 
ot greatly minimize competition. The groupings would have to be deter- 
mined by the government either by statutory declaration or, preferably, by 
a commission to whom the duty would be delegated with general instruc- 
tions. The movement would be inaugurated by the establishment of com- 
prehensive poolings of all traffic in accordance with the group pattern 
established for the consolidations. This would permit the securing of co- 
ordinative economies at once, allowing the gradual consolidation of the 
corporations and permitting an unhurried settlement of the rights of the 
property owners. 

An outstanding analysis of the consolidation problem has been the 
Prince plan. Under it the roads would be consolidated into seven regional 
systems, designed to eliminate competitive waste and yet to retain the spur 
of competition of two independent systems between most important points. 
Its proponents estimated an annual saving on the basis of 1932 traffic of 
about 740 million dollars, or about 30 per cent of the total railroad operat- 
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ing expenses. Engineers of the Co-ordinator checked the study and reduced 
the estimate to 218 million dollars. But this erred, it is clear, in being too 
low. Certain parts of the economies were not fully studied. The true figure 
would largely depend upon the efficiency of the operation and probably 
lies somewhere between 300 and 400 million dollars. 

There is not time for the consideration of the pros and cons of consolida- 
tion. Undoubtedly there would be great operating savings secured by the 
elimination of the strife of competition and the consequent lack of economy. 
Competent experts say that probably half of the 6 billion dollars added to 
the railway investment between 1920 and 1932 resulted from competitive 
building and would have been unnecessary had the roads been consolidated, 
Critics of consolidation point to the difficulties in the management of 
properties of the size created by the mergers and to the dangers in giving 
to any privately owned institution the power due to their mere size. They 
say that if competition is eliminated excepting between the great centers 
of population by establishing regional consolidations as proposed in the 
Prince plan, great concentrations of industry in those centers would result, 
when the effort should be to prevent centralization. From a political stand- 
point, it is certain there would be strong opposition to consolidations from 
those who profit from the competitive disunity—from the shippers who 
profit by being able to play one carrier against the other; from the towns 
at which facilities or service are now maintained which would be unneces- 
sary or would be minimized under consolidation; from the individual execu- 
tives now princes in their respective principalities and whose fate would 
be uncertain were the railroads consolidated; from labor, unless protected, 
as it could be, by some system of dismissal wage. But in the end what is 
good for the country is good for all, even when egotistic blocs are unable 
to see it. 

On the other hand, the final and complete step of co-ordination would 
be government ownership. This would secure all of the advantages of 
consolidation in the form of the elimination of competition, together with 
the additional advantage of a lower capital cost due to government credit. 
Would such advantages and economies be offset by the new administrative 
problems which would arise? In a country where the activities of the govern- 
ment have been so affected by the spoils system, would it be possible to 
raise the level of the administration of a 26 billion dollar industry to the 
place where it would escape exploitation by the politicians? Can there be 
adequate protection against the hazards arising through political action 
motivated by the financial interest of great blocs who are vitally affected 
by the administration of the railroads? By such blocs, I mean railroad labor 
and the great groups of shippers such as the farmers, whose pressure for 
action favorable to their interest would create tremendous tensions upon 4 
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governmental structure difficult to design to resist them. These are not 
questions which I can answer in thirty minutes, if at all. 

But I am not sure that they control. Private ownership requires private 
credit. Credit requires profit. Profit requires either freedom of action to 
make profit, or a regulation under which the freedom of private initiative 
will not be destroyed but reasonably restrained—a sensitive regulation 
which we have found it hard to secure. With the American railroads, it 
has not yet been demonstrated that in the regulation of a business in which 
there is an essential conflict between the rights of the public and the rights 
of the private owners, arising from the fact that it is a quasi-public business, 
as a result of which there are great tensions and pressures from powerful 
sources, there is any point where the industry may be safely poised in that 
zone which lies between laissez faire on the one hand and government own- 
etship on the other. Private operation can be maintained only if private 
capital, timid as it is, will be attracted, and only if regulation is not so 
repressive as to crush the freedom of intelligence without which the business 
degenerates into the deadly conventionalism to which such a business is 
naturally susceptible because of its size. On such accounts we may have to 
go to government ownership, and face its dangers, for the simple reason 
that we are unable to demonstrate that we can stay where we are. 

One reason for doubting our capacity to demonstrate that we can stay 
where we are lies in the extreme complexity of the railroad business under 
the present highly complicated system of regulation, which no one deliber- 
ately devised but which by a process of accretion just grew up. Where there 
are sO Many interests in antagonism and such an elaborate mechanism for 
the expression and protection of their rights, we find it extremely difficult 
to move forward in any single direction when every one is pulling and, 
under our regulatory system, is able to pull effectively, in such opposite 
directions that a stalemate has been reached where adequate progress is no 
longer possible. The consequence is not merely slowness of action due to the 
multiplicity of counsel in deciding what action to take, but it is also that 
the decisions are frequently wrong, for democracy means multiplicity and 
multiplicity means compromise and, where principle is involved, com- 
promise means disregarding principle. Perfection of design or execution 
does not rise from multiplicity of counsel in entrenched antagonism. I have 
sometimes thought that this condition was really the fault of us lawyers, 
because the root lies in the legalistic conception of these relationships. A 
legal right is a defense mechanism for egotistic or selfish interests which are 
in supposed antagonism. The legalistic conception of these so-called 
“tights,” which now are the basis of the relationships of these many and 
conflicting parties in the railroad field, arose out of the early American so- 
cial order, now quite obsolete—a relatively simple sort of society whose in- 
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stitutions were framed in light of the conceptions natural to a liberty lovin 

pioneer people, whose economic and social relationships were marked by the 
independence of the individual. We now carry those legalistic conceptions 
over into the management of a railroad industry, colossal in proportion to 
anything existing in the society in which they were given birth, in a society 
the elements of which are all interrelated and interdependent. The im- 
portance of these conceptions is not merely intrinsic; that is, in their defini- 
tion of the relative position of the parties. Beyond that, they serve to define 
the attitude of min: 4 of these conflictive interests and forge the patterns of 
their conduct along lines of combativeness and nonco-operation. Yet the 
right management and regulation of these great quasi-public enterprises 
necessitate the co-operative pattern. This is not an argument that these rights 
should be overridden or denied in the reorientation either of the railroad 
business or of business in general. Rather, I point to the reason for the di- 
vision, as the result of which, in the railroad world, a house divided against 
itself has been brought to desolation. I point to the fact that plainly we 
are at the parting of the ways where we might go either way but where we 
are apt to have to go to government ownership (even when few people con- 
fidently believe in the present practicability of any marked success with it 
and when, obviously, it would be beset with difficulties of no less magnitude 
than those confronting private ownership) for the reason that in spite of our 
pride in our vaunted American ingenuity and readiness to adopt the new (so 
manifest in materialistic technique), we show no such adaptability in human 
relationship technique as will permit us to rise to the necessary new level 
in the field of regulation and private operation. 

It is said that the basic question in philosophy is what is the relationship 
of the individual to the all. The relationship of the individual to the all is 
the crux of what is involved by competition and co-ordination. In this rail- 
road world we are now in a transition from what is popularly called “rugged 
individualism” to that something which will emerge, which is not yet de- 
fined, which itself may be merely a stage transitional to something else, and 
in which there will be a higher expression, in what form we do not know, 
of the inevitable proposition that the railroads of the country must be op: 
erated primarily for the common good, and that whatever finds its inspira- 
tion in the individual good to the detriment of the common good must fall 
away. But as to what form it is to take, I suggest that you consult your clair- 
voyant. 
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SOME LESSONS DRAWN FROM EUROPEAN EXPERIENCE?’ 


By HERBERT E. DOUGALL 
Northwestern University 


My task in this paper is to point out some lessons drawn from European 
experience with respect to railway finance and co-ordination. Immediately 
two difficulties appear. First, the problem of selection of specific countries. 
This I have tried to meet by confining my discussion of railway finance 
proper to experience in Great Britain and France, where private ownership 
is typical. In the discussion of co-ordination, German experience is added, 
co-ordination being desirable under any system of ownership. These three 
countries provide a range from private ownership under a moderate degree 
of regulation, through private ownership under very complete regulation, 
to public ownership. 

The second problem is the difficulty and the danger of applying conclu- 
sions drawn from one set of conditions to another set. For example, the 
following differences in the background of transportation in Europe as com- 
pared with America come to mind: 1. In many European countries, in the 
development of the railways, profits have not been the sole important goal; 
military, strategic, developmental, and social factors have been influential. 
2. In most European countries either state operation or control was assumed 
from the beginning, and the whole growth of the industry has been colored 
by the recognition of the railways as a part of the public domain. 3. Even 
where private operation was allowed, the state, except in Great Britain, 
came early to the rescue of the lines, and has continued to have a financial 
relationship which has led to a marked degree of state interest. 4. The close 
relationship between the railways and the state has led to more direct meas- 
utes for dealing with railway finance, earnings, competition, and co-ordina- 
tion, since the credit of the state is involved. 5. There is no inter-intra-state 
problem in European countries. Other factors, of a geographical, political, 
or industrial nature, make conclusions drawn from European experience at 
least partially inapplicable to our own situation. 

There are, however, enough common problems confronting European 
and American transportation to justify our consideration of foreign experi- 
ence. Countries all over the world are greatly concerned with the plight of 
railway capital, with the effects of transport competition, and with the need 
for co-ordination; and various steps have been taken towards meeting these 
problems which should at least be interesting to us, and, given certain con- 
ditions and aims in common, may be valuable to us in our efforts to solve 
our own problems. 

"I wish to acknowledge my indebtedness to the Federal Co-ordinator of Transportation, 
Mr. J. B. Eastman, for placing at my disposal a mimeographed copy of the studies made by 


his staff on “Foreign Experience with Transportation Control.” These studies have been 
invaluable in the preparation of this paper. 
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The subjects of railway finance and co-ordination are complementary, 
While co-ordination is a worthy end in itself, the fact is that efforts toward 


it have been given their greatest impetus by the financial ills of the rajj. 


ways. If real progress in co-ordination is the result, in this respect at leas 
the depression will not have been in vain. 

Only certain phases of the subjects of railway finance and co-ordination 
can be discussed at this time. Accordingly, European experience in selected 
countries will be considered with respect to the following main topics: 1, 
The methods employed to obtain railway capital. 2. The financial situation 
arising out of war-time operation. 3. Post-War efforts to improve railway 
earning power. 4. Effects of the depression on railway earnings and credit, 
5. Recent measures to improve railway earnings, a topic which leads into 
the subject of co-ordination proper. 


1. Methods of Railway Financing. 


Great Britain affords the outstanding example of purely private financing. 
Whereas in other European countries, the state has made some indirect or 
direct contribution to railway capital, in Great Britain all funds have come 
from private investors. The combined capitalization of the “Big Four” con- 
sists of 35 per cent of fixed interest obligations, followed by 65 per cent of 
stock ranging all the way from “‘guaranteed” to “ordinary.”? This emphasis 
on equities has made it possible for the companies, in spite of declining 
earnings, to meet debenture interest easily and avoid default.* The “ordi- 
nary” stock has borne the brunt of poor depression earnings. The conserva- 
tive financial plan of the British railways is probably due to conservative 
management. However, it may also be due to the fact that no debt to the 
state has been built up, and no state-guaranteed obligations issued. More- 
over, in Great Britain the government has never had any control over rail- 
way finances. 

The methods of raising railway capital in France stand out in sharp con- 
trast. In addition to its investment in state-owned systems, the state has con- 
tributed Fr. 6 billion of the total of Fr. 36.5 billion of fixed capital of the 
privately-owned companies.* Of the total capitalization, 98 per cent con- 
sists of fixed charge obligations.» The amount of issued stock has not 
changed since the original concessions were granted. From the beginning, 
the bonds of the private companies have been guaranteed, and under suc- 
cessive conventions the guarantee has been extended to cover amortization 
of debt and definite dividends on the companies’ stock. Since 1921 (to the 


* Railway Returns for the Year 1933, Ministry of Transport, pp. 58-59. The London and 
North Eastern has seven types of stock and six types of fixed charge obligations. 

* In 1933 two of the four big companies paid full dividends on all stock prior to ordinary 
stock. Ibid. 

* Of the total mileage of “national interest,” the state operates 7,100 miles under the Etat 
and Alsace-Lorraine systems, while the private companies operate 19,400 miles. 


® Statistique des chemins de fer: Ministére des travaux publics (annual). 
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end of 1933) the state has contributed Fr. 10 billion under these guaran- 
tees. The complete control of the state over the affairs of the railways, both 
public and private, including control of railway finance in every respect, 
is accounted for partially by the fact that the railways are regarded as part 
of the public domain, and partially because of the enormous drain upon 
public funds for the support of the railways. 


2. Financial Situation Arising Out of War-time Operation. 


The rising costs and lagging rates of the war period affected railways 
adversely the world over, and with scarcely an exception wholesale changes 
in railway legislation followed the close of the War. In Great Britain, the 
covernment hired the railways until two years after the Armistice, and re- 
turned them to private hands under the entirely new conditions of the Rail- 
ways Act of 1921. During the period of government operation no rate 
changes were made except an increase of 50 per cent in passenger fares in 
1917. The result was that for the seven-year period the operating ratio was 
82.5 per cent as compared with 63.2 per cent in 1913.° Before the return 
to private control, some adjustment of rates was necessary. In the mean- 
time, the roads were guaranteed 1913 net receipts.’ 

In France, likewise, War-time operation by the government led to declin- 
ing earnings, as costs mounted rapidly (particularly personnel expenses) 
emphasized by inflation, and rate increases were long delayed. Provisional 
but inadequate rate increases were made in 1918 and 1920, but by October, 
1921, the deficits of the large companies, including the Etat, exceeded Fr. 
5 billions. Clearly a financial adjustment was necessary for the future.* 

The experience in these two countries is typical. In every country where 
private mileage predominated, a new system of relations with the state was 
necessary at the close of the War period. The post-War solutions adopted 
in Great Britain, France, and the United States were similar in several re- 
spects. 


3. Post-War Efforts to Improve Railway Earning Power. 


There is not’ sufficient time to describe in detail the provisions and results 
of the British Railways Act of 1921.° From the financial point of view, dras- 
tic action was necessary, for the deficits of the railways under the guarantee 


°F. J.C. Pole, in Modern Railway Administration, Vol. II (1925), p. 268. 

‘For an excellent summary of the relations between the public and the railways in Great 
Britain to 1932, see Stuart Daggett, Principles of Inland Trans portation (1934), Ch. XXXVI. 

“H. E. Dougall, “Railway Rates and Rate-making in France since 1921,” Journal of 
Political Economy, June, 1933. See also Stuart Daggett, op. cit., Chapter XX XVII. The 
deficit for the period 1914-19 for the five large private companies amounted to Fr. 1,600 
millions, which was assumed by the state under the prevailing guarantee of interest system. 

* The following are convenient references to the terms of the Act: Stuart Daggett, op. cit., 
gg XXVIII and XXVI; and H. C. Kidd, A New Era for British Railways (London, 
929). 


114 American Economic Association 


of 1913 net receipts were amounting to £45 millions annually. These were 
partially eased by rate increases in 1920. The ‘‘permanent”’ solution t¢. 
nounced nationalization, and the Act of 1921 returned the roads to privat, 
control, provided for amalgamation of the railway mileage of 120 com. 
panies into four large systems under terms and conditions prescribed by ay 
amalgamation tribunal, and set up a new basis for rate-making. 

Amalgamation in Great t Beltain was compulsory. The government “White 
Paper” of 1920, the forerunner of the Act of 1921, stated: 

It is hoped that the amalgamation of companies in the respective groups will be carried ov 
voluntarily; but as the scheme depends on the amalgamations, powers will be sought in the 
future Transport Bill to compel amalgamations (on terms, failing agreement, to be settled 
by some tribunal), in any cases where they are not voluntarily completed within a reasonable 
time to be specified.” 

The Railway Companies’ Association approved of the plan of amalgamation 
(provided no compulsion was used to bring it about) ** but it was clear that 
Parliament had constitutional authority which could be exercised if neces. 
sary.** 

The recognition of the right of railway capital to earn an adequate te- 
turn was made by the standard revenues clauses of the Act, by which a new 
rate-making body, the Railway Rates Tribunal, was to fix the “standard 
charges” (rates) so that a ‘standard revenue’ would be earned by each of 
the four companies, equal to the aggregate of 1913, plus a stipulated te. 
turn on future capital expenditures. The Tribunal was to review the stand- 
ard charges annually, and if they were not producing the “standard reve: 
nues” they were to be raised; if more than the “‘standard revenues” were 
earned, rates were to be lowered so as to leave only 20 per cent of the excess 
earnings to the companies.’ 

The new system went finally into effect on the “‘appointed day,” January 

, 1928, but in no year has any one of the “Big Four’’ realized its standard 
amen In its annual reviews of the general rate level, the Rates Tribunal 


** Command Paper 78 

" Railway Gazette, Dec. 17, 1920. 

® The Railways Act pushed to rapid completion a process of consolidation which had been 
going on voluntarily for some time. Some 1,000 companies had been reduced to 200 at the 
time of the Act. 

Total miles of first track in Great Britain amounted on Dec. 31, 1933, to 20,251 of which 
the “Big Four” operated 19,313 miles. (Railway Returns for the Year 1933, Ministry of 
Transport) 

8 Compare with the “‘rule of rate-making”’ in the Transportation Act of 1920 in the United 
States, and with the “common fund” system applied in France in 1921 (described herein). 
All three involved the fallacious automatic rate-making notion. 

* The combined ‘‘standa venues” amount to £ 50 millions, or 4.65 per cent of capital 
receipts as of 1920. The four companies have failed to earn this by the following amounts: 

1928 ons. 
1929 
1930 
1931 
1932 
1933 
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has not seen fit to raise general rates to offset these deficiencies, nor have 
the companies requested increases. To do so would result in lower, rather 
than increased, gross revenues. Moreover, since the Central and National 
Wages Boards have control over railway wages, the main reason for raising 
of lowering the standard charges is out of the hands of the Rates Tribunal. 

While amalgamation has not produced the economies (expected by the 
framers of the Act to amount to £25 millions annually) certain savings 
have been made.*® 

The Railways Act gave the government no new powers over railway 
finances, although the “White Paper” had asserted the principle of state 
control over capital expenditure, depreciation, etc. ““The silence of the Act 
in these respects was a distinct victory for the railways.’’** 

In France, the post-War solution for the financial difficulties of the rail- 

ways did not involve physical consolidation. The large companies already 
had virtual monopolies in their respective territories. Managerial and finan- 
cial consolidation were, however, provided for in the law and convention 
of 1921.1" The railway companies, public and private, were to be tied to- 
gether: 
(1) administratively, through a Superior Railway Council representing the companies, their 
employees, and the public, and a Railway Managing Committee of twenty-one members, three 
from each of the seven large systems, to deal with questions of interest to all the companies; 
(2) financially, through a common fund into which the surpluses of the companies (over 
nd above a fixed dividend rate on the capital stock) were to be paid and from which funds 
to cover deficits, if any, were to be drawn. If the fund were in the red, rates were to be raised; 
if it had a surplus, they were to be lowered.” 

Automatic rate-making was thus provided for in Great Britain, France, 
and the United States (by the “‘rule of rate-making”) on the assumption 
that over the long run the users of railway service, and not the state, were 
to support the investment in the railway industry.’® All three solutions as- 
sumed fairly stable revenues for the railways in the future, and broke down 
when industrial depression and increased competition put the industry on 
a new low level of earning power. The essential difference in the applica- 
tion of the theory in the three countries appears in France, where the state 
“temporarily” makes up the deficits in the common fund. Owners of French 
railway securities thus retain their pre-War guaranteed status. In only two 
years since 1921 (1926 and 1928) has the common fund been out of the 


See Stuart Daggett, op. cit., p. 763. The most optimistic estimate of consolidation savings, 
£ 20 millions annually, was made by Sir Josiah Stamp, chairman of the L. M. S. (Report of 
the Royal Commission of Transport, 1931, p. 27.) 

Kidd, op. cit., p. 40. 

E. Dougall, op. 

” H. E. Dougall, ‘The French Solution for the Railroad Problem,” Journal of Political 
Econom), June, 1934, pp. 385 f. See H. E. Dougall (1933 article) and Stuart Daggett, of. cit., 
Chapter XX XVII, for a description of the origin and operation of the 1921 French legisla- 
tion, 

_"For a French scholar’s attitude towards “automatic rate-making,” see André Marchal, 

Le Relévement ‘Automatique’ des Tarifs et la Deficit des Chemins de Fer Frangais,” Revue 
Economique Internationale, Sept., 1934. 
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red. The cumulated deficit, provided for out of state advances (and capital. 
ized) now amounts to Fr. 18 billions.*° The assumption by the state of the - 
mounting railway deficits had a definite result in 1933. By the law of July 
8, two representatives of the public are to sit on the board of directors of 
each of the private companies, with powers equal to those of the other 
members with respect to the public service property of the company. 

It is evident that in so far as private railway mileage in Great Britain 
and France is concerned, the post-War solution to the problem of low rail- 
way earnings contained the common elements of consolidation, either physi- 
cal or financial, recognition of the responsibility of the state for the main. 
tenance of the credit of the railway system, and increased state supervision. 
In these respects our Transportation Act of 1920 was in line with solutions 
abroad. 


4. Effects of the Depression on Railway Earnings and Credit. 


The decline in industrial activity and the growth of competition of other 
forms of transport have combined to impair the earning power and credit 
of railway companies, whether public or private, in all countries. Most of 
the post-War adjustments had been made on the assumption of a fairly 
stable volume of traffic, and broke down under the events of the past few 
years. This was especially true in those countries where “‘automatic’”’ rate- 
making was established after the return of the carriers to private control. 

As has been pointed out, in Great Britain the new standard charges have 
failed every year to produce the ‘‘standard revenues’’ set up in 1928 under 
the Act of 1921. By the end of 1933, gross revenues of the “Big Four’ 
combined had declined 20 per cent from the 1928 figure. Although this 
drop was somewhat offset by economies in operating expenses, the net 
revenue available for interest and dividends for 1933 was only £28.8 mil- 
lions as compared with £41.0 millions in 1928.%* Yet even in 1933 the 
railways were able to earn 2.7 per cent on “capital receipts,” and due to 
their emphasis on contingent charge securities, have been far from the 
danger of default.*? It has been impracticable to adjust the general rate 
level upward to produce the “standard revenues” in the face of declining 
business activity and the growing competition of the road. The “Big Four’ 
have had to resort to saving in operating expenses, paying smaller div: 
dends,”* encouraging traffic as well as possible under the rate restrictions 
of the Act of 1921,”* and attempting to meet the competition of the toad 

® Including an estimated deficit for 1934 of Fr. 4 billions. The Fr. 18 billions includes the 
deficits of the Etat and A.L. as well as those of the privately-owned companies. 

2 Railway Returns, Ministry of Transport (annual). The lowest point had been reached 
in 1926, when only £20.6 millions were available for interest and dividends. 

# Interest charges amounted to £12.5 millions in 1933. Ibid., pp. 58-9. 

* None of the “Big Four” has declared dividends on ordinary stock so far in 1934 save 
Great Western, which has declared a 1/ per cent dividend on its ordinary stock out of reserves 

* Until 1933, companies were not allowed to quote any “exceptional rate” which was les: 


than 5 per cent or more than 40 per cent below the standard charge, without the approval o! 
the Rates Tribunal. 
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by adopting motor vehicle service, by co-operation among themselves, etc. 
(These efforts will be described later. ) 

In France the new system of combining the surpluses and deficits of the 
individual companies in a common fund and adjusting rates to balance the 
fund broke down completely in 1930 and subsequent years.* By the end of 

1933 the fund was in the red Fr. 14 billions. Total revenues for the large 
systems declined 23 per cent between 1928 and 1933, operating expenses 
increased 4 per cent, while fixed charges increased 8 per cent.** The rail- 
ways were unsuccessful in cutting personnel expenses (which make up about 
60 per cent of total operating expenses) because of the fonctionnaire status 
of their employees, who are strongly represented in the Chambre. The tax 
burden also increased heavily. As in Great Britain, the growth of motor 
competition only served to emphasize the loss of traffic due to the indus- 
trial depression. By 1933 the heavy burden of charges on the state on its 
advances to the railway common fund forced a considerable revision of the 
railway picture. 


5. Recent Measures to Improve Railway Earnings. 


Measures to improve railway earnings will be discussed under the fol- 
lowing headings: (a) efforts towards economies; (b) efforts to regain traf- 
fic lost to competitors, through service improvements and rate policy; (c) 
protection afforded the railways by state restrictions on their competitors; 
(d) co-ordination proper. In connection with the last three of these topics, 
experience in Germany, where publicly owned mileage predominates, will 
be added to that of Great Britain and France. 


a) Efforts towards Economies. 


In Great Britain, the spectacular economies expected by the government 
to result from amalgamation have not been realized. Nevertheless, the 
companies have succeeded, by careful management, standardization of 
equipment, centralization, and research, to make substantial savings in run- 
ning expenses. These were not, however, quite sufficient to make up for 
the decline in- gross revenues.?" Less success has been attained in cutting 
wage expense, which is controlled, in so far as hourly rates are concerned, 
by the National and Central Wages Boards. The companies succeeded in 
having a general wage reduction of 2.5 per cent authorized in 1928. In 
1931 reductions of 2.5-5 per cent were obtained. In August, 1934, this 
was changed to a flat 2.5 per cent reduction. As in the United States, 


For details see H. E. Dougall, “Railway Rates and Rate-making in France since 1921,” 
a urns il of Political Economy, June, 1933. 
* Provisional returns for 1933 from Revue d'Economie Politique, May-June, 1934, p. 951. 
“On railway operations alone, the operating ratio increased from 80 per cent in 1928 to 
83 3 per cent in 1933. 
Railway Age, Sept. 15, 1934, p. 313. 
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the main savings in the wages bill have been made through decreases in 
the number of employees.” 

Relief from taxes has been achieved by the British railways in two te. 
spects: In 1929 the passenger tax duty was abolished with a consequent 
saving of about £400,000 per year. In 1929, by the Local Governments 
Act, the railways obtained relief from three-fourths of their local taxes on 
the condition that the saving be passed on in the form of reduced rates on 
certain products such as agricultural products, coal, ore, and timber. The 
rebates, set by the Rates Tribunal, and handled through the Railway Clear. 
ing House, amounted to £4.4 millions in 1932-33.” 

The emphasis on stock rather than debt has made it possible for the com- 
panies to curtail dividend payments. Total interest and dividends paid by 
the “Big Four’’ declined from £40.8 millions in 1928 to £30.1 millions 
in 1933.4 

Economies have also been achieved through pooling. In May, 1932, the 
L.M.S. and the L.N.E.R. entered into an agreement to eliminate wasteful 
competition by pooling the receipts from traffic between points where they 
were in competition, and to divide the proceeds according to a ratio based 
on revenues of the years 1928-30.°? Subsequently, the L.M.S. and Great 
Western made a similar arrangement. Annual savings of £250,000 are ex- 
pected from these arrangements. These are interesting examples of voluntary 
co-operation arising out of the experience of the individual companies with 
amalgamation. 

In France, savings in operating expenses have been greatly limited due 
to the fact that wage expense is largely beyond the control of management. 
Wage increases and decreases are Parliamentary matters.** Conditions of 
hiring, advancement, and dismissal are regulated uniformly for all the com- 
panies by a so-called statut du personnel, which is a collection of all the 
legislation relating to railway employees. Savings from changes in service, 
rerouting of trains, abandonment of lines, etc., were, until 1933, limited 
by the rigid requirements of the concessions under which the companies 
operate. Until 1933 the tax burden was particularly heavy. Transport taxes 
of 32.5 per cent on passenger fares and 5-10 per cent on freight traffic 
receipts, while passed on to the user, prevented rate increases. Capital 
charges have grown alarmingly during recent years (54 per cent since 1926) 
due to emphasis on debt as the means of raising capital, and by borrowing 
to cover deficits. 

* Total employees of the British railways decreased from 700,000 in 1924 to 566,300 in 
7 Railway Returns for 1933, Ministry of Transport, p. 122. 

* Ibid., p. 58. 

* Railway Gazette, June 3, 1932. 

* A decree of April 19, 1934, reduced wages 5-10 per cent; at the same time the pension 
system was reformed to lessen its burden on the railway companies. Between 1930 and 1933, 
the number of railway employees had decreased from 510,000 to 445,000. 


“1H. E. Dougall, “Railway Rates and Rate-making in France since 1921,” Journal of Po- 
litical Economy, June, 1933. 
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After years of delay, Parliament, on June 8, 1933, passed a revision of 
the law and convention of 1921, which should aid materially in reducing 
railway expenses.*® The features of the new legislation which apply to rail- 
way expenses are: 

1) Government empowered to modify contractual operating require- 
ments in re minimum number of trains, operation of short lines, mini- 
mum number of cars and classes, abandonment of unproductive lines, 
use of auxiliary equipment, etc. 

2?) Passenger fare tax reduced from 32.5 per cent to 12 per cent, and the 
fares increased accordingly. 

;) Purchasing commission set up to oversee and co-ordinate purchases and 
new construction. 


It is difficult to estimate the possible savings from these changes now, but 
they should be substantial. By the same legislation two of the big private 
companies, the P.O. and the Midi, were merged for operating purposes, 
and the P.O. gave up its lines in Brittany to the Etat. These moves should 
eliminate much undesirable competition and duplication. 


b) Efforts to Regain Traffic Lost to Competitors. 


These efforts involve improved service and rate policies. 
British railways have been pioneers in developing methods of service to 
compete with the road. The collection and delivery of traffic by road has 


long been an important feature of their service. At the end of 1933 the 
“Big Four’’ owned 35,000 road vehicles, of which 7,500 were motor ve- 
hicles.*° The G. W., for example, has developed its road freight organiza- 
tion so extensively that “there is scarcely a village in its territory which is 
not reached by these services.”** The development of road transport was 
greatly encouraged by the Act of 1928 (to be discussed later) but even be- 
fore definite “road powers” were given them, the British railways had a 
well-organized pick-up and delivery service, and had pioneered the develop- 
ment of the use of containers in Europe.** Other “‘service”’ efforts to meet 
competition include the development of “‘ro-railers,”” increased speed of 
freight trains, better yards facilities, increased electrification, installation of 
special L.C.L. equipment, etc. 

The rate clauses of the Railways Act, under which the Rates Tribunal 
set up a new classification of twenty-one classes and allowed “exceptional 
rates” only under certain circumstances, have been largely nullified because 


“For a description of the genesis and provisions of the Act, see H. E. Dougall, “The 
French Solution for the Railway Problem,” Journal of Political Economy, June, 1934. For 
the best discussion in French, see M. Peschaud, “‘La Restauration des Chemins de Fer et la Co- 
ordination des Transports,” Revue Politique et Parliamentaire, May, June, Sept., and Oct., 
1934, 

* Railway Returns for the Year 1933, Ministry of Transport, p. 45. 

“ K. G. Fenelon, Railway Economics (London, 1932), p. 198. 

™ Between 1930 and 1933 the number of containers owned increased from 4,385 to 8,553. 
(Railway Returns for the Year 1933, Ministry of Transport, p. 4.) 
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of the industrial depression and road competition. To attract freight back 
to the road the railways have increased their freight traffic at exceptional 


rates until it now comprises 77 per cent of the total. To attract passenger 


traffic, the railways have developed a maze of special fare arrangements, 
Ordinary fare journeys made up only 8.5 per cent of total in 1933. Pas. 
senger traffic plays a much larger rdle in the railway picture in Great Britain 
than in the United States. In 1933, passenger revenues comprised 45 per 
cent of total revenues from railway operation for the “Big Four.” Asa 
result of the special rates and of a determined drive for business, railway 
passenger receipts (‘Big Four” only) increased from £62.1 millions in 
1928 to £65.4 millions in 1933. 

In France, the railways have been greatly handicapped in their efforts 
to compete with the road by contractual provisions in their cahiers des 
charges, concession contracts, and conventions with the state. As we have 
seen, the Act of July 8, 1933, allows a greater degree of flexibility both in 
service and rate-making by permitting modifications of these provisions." 
This law recognizes the extension of motor-rail co-ordination plans already 
worked out in advance by the management of the railway companies, which 
have substantial investments in motor bus companies,*? particularly the 
P.L.M. and the Midi, which do a large holiday passenger business. They 
have made efforts to attract passenger traffic by special rates and service.“ 
By 1929 the railways’ subsidiaries and private companies were operating a 
bus network of 25,000 km.** French railways, particularly the Etat, have 
been pioneers in the use of auto-rail car or automotrice.® While wait- 
ing for a general legislative reform of transport, the main line railways in 
order to attract freight traffic, have made such reforms as were permitted 
by their contracts with the state, such as reduction in time of conveyance, 
org’ nization of parcel trains at higher speed, guaranteeing delivery dates, 
quoting rates to include pick-up and delivery, establishing cartage service, 
increasing the use of containers, etc. Greater freight rate flexibility is ex- 


6. 

* Railway Returns (annual). In 1934 (first five months) 19 million more journeys were 
made than during the same period in 1933. 

“ Cabinet decrees putting these provisions of the 1933 Act into effect were passed on 
December 30, 1933, and January 19, 1934. (See M. Peschaud, op. cit.) 


“ Called, Sociétés de Transports Auxiliares, authorized by the Minister of Public Works 
in 1928, and subject to his regulation of rates and service. 

“ The railways have established special summer return and tourist excursion tickets, family 
rates, half-fare cards, long-valid return tickets, and other devices to attract passenger trafic 
back from the road 


“ Chronique des Transports, February 10, 1930, p. 3. 
“™M. Dautry, director of the Etat, represents the forward-looking attitude of railway 
management in France. The Etat put into service in January, 1931, the first auto-rail car with 


an 80 h.p. Diesel engine. (It now uses 10 such.) 

An auto-rail car weighing only 4200 k.g., on Michelin tires, with a 10-year-old 40 hp. 
motor, made the trip from Deauville to Paris on September 10, 1930, at an average speed of 
107 km. per hour (R. Dautry, in L’Européen. September 18, 1931). 
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ected as a result of the provisions of the Act of July, 1933, allowing devia- 
tions from the rigid scale rates now required by law. 

In Germany, where the National Railway Company (Deutsche Reichs- 
habn Gesellschaft) ** operates 92 per cent of the mileage in the country, 
changes in special rates from the normal tariff are a powerful tool in the 
hands of the company with which to meet the competition of other forms 
of transport. By 1931, 75 per cent of the total ton-km. was being carried 
at special rates.*" Special competitive rates on L.C.L. traffic between impor- 
tant centers have attracted much high-class traffic back to the rails. To meet 
truck competition, the D.R.G. has developed fast freight trains on time 
schedule, contracts with trucking companies to collect, transport, and de- 
liver L.C.L. freight, increased use of containers, special L.C.L. light-car 
equipment, elimination of unnecessary stops on long hauls, and other im- 
provements in service. In addition, the D.R.G. has set up its own motor 
truck lines, by which it carried, in 1930, 200,000 tons of freight. Steps have 
also been taken to combat passenger traffic competition through special 
rates, faster service, etc. The D.R.G. has its own network of bus lines which 
in 1930 carried 5 million passengers.** 


¢) State Restrictions on the Railways’ Competitors. 


While serious enough, motor competition is not as great a problem in 
Great Britain as it is with us, due to the relatively smaller number of road 
vehicles; the earlier development of railway door-to-door service; and the 
greater frequency of service and the emphasis on special rates and fares.‘ 
Nevertheless, so acute became the problem of competition that a Royal 
Commission on Transport was appointed in 1928 to investigate the whole 
transportation situation. The first two reports of the Commission® formed 
the basis of the Road Traffic Act of 1930, which divided the British Isles 
into twelve traffic areas, and set up for each area a body of Commissioners 
(under the Minister of Transport), who were to grant licenses for the pro- 
vision of passenger road services and exercise control over bus fares.®* It 
was the intention of the Act to eliminate wasteful passenger traffic compe- 


| tition, and to place the bus business on the plane of a public utility. 


On the combination of the third report of the Commission®? and the 


“Created as an autonomous company on February 12, 1924. 


" Foreign Experience with Transportation Control—Germany, Federal Co-ordinator, Sec. 
E, p. 6. 


[bid., Sec. I, p. 16. 

“G. S. Peterson, “Motor and Rail Carriers in Great Britain,"” American Economic Review, 
December, 1930. 

” The Control of Traffic on Roads (Command 3365); The Licensing and Regulation of 
Public Service Vehicles (Command 3416). 
__ For an excellent discussion of the purposes and operation of the Act, see E. S. Herbert, 
Ragemngy of the Road Traffic Act of 1930,” Journal of the Institute of Transport, Decem- 
der, 1930, 

"The Co-ordination and Development of Transport, 1931 (Command 3751). 
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1931 Conference on Rail and Road Transport** the second important trans. 
port act was based—the Road and Rail Traffic Act of 1933, which extended 
the licensing system to public freight truck service. The Act provides for 


the licensing and regulation of truck service as public or private by the Ds 
Commissioners set up by the 1930 Act; permits the railways to make spe. ve 
cial rates with shippers subject to the approval of the Railway Rates Tri. [a \. a 
bunal; and sets up a Transport Advisory Council to give the Minister of _ 
Transport the joint advice of road, rail, user, and public representatives, ie : 
These two Acts should go far towards putting road and rail on a fair A - 
competitive basis; unfortunately the ancient problem of the relative cost of Hi . 
road and rail transport, and the railway problem of fixed costs in the face or 
of lost high-class traffic, have still to be solved. ce 
In France only recently have real steps been taken to attack the problem e " 
of competition, and the force which led to this action was not the urge for oe 
fair play primarily, but the necessity of doing something about the terrific ise 
strain on state finances caused by the mounting railway deficits.™ In its ~~ 
report of February 17, 1934, the National Economic Council had recom- : = 
mended, with respect to regulation of motor transport: that all regular pub- a 
lic transports should be considered as public services, and regulated ac. het 
cordingly under the police power of the state; and that licenses or authoriza- a 
tions be required of all public road carriers who should publish time tables lee 
and rates, make contracts with their employees, and assure certain stand- “ee 
ards of service. These recommendations were incorporated into the decree “A 
of April 19, 1934.°° A national highway code had been put into effect in a 
January, 1928, which set up certain requirements of weight, dimensions, a 
safety, speed, and inspection of public service motor vehicles.** ‘sane 
In Germany, the fact that the all-powerful Reich owns the railway mile- ‘aa 
age makes restrictions upon the railway’s competitors possible with a mini- ili 
mum of opposition. Highway taxes have been sharply increased. Line bus At | 
traffic is strictly regulated, and permits are required prescribing route, stop- £1] 
ping places, time tables, safety factors, and fares. The government has pro- a 
hibited long-distance busses from traveling faster than passenger trains. A sale 
decree issued in October, 1931, provided for a uniform freight rate schedule ad 
for railways and trucks designed to prevent trucking companies from un- st 
dercutting railway rates. ‘‘It is the established policy of the licensing authori- ( 
* Composed of four railway and four truck transport representatives under Sir Arthur ~ 
Salter, chairman. 
* Article 36 of the law of finance of February 28, 1934, had authorized Parliament to take I, P 
all measures of economy required to balance the budget. 
* For a description of the recent legislation in France with respect to competition and o- toac 
ordination, see M. Peschaud, ‘La Restauration des Chemens de Fer et la Co-ordination des : 


Transports,” Revue Politique et Parliamentaire, Part IV, October 10, 1934, and F. Perroux, 
“Les Chemins de Fer et Autres Modes de Transport,” Revue d’Economie Politique, May- 
June, 1934. 

® Chronique des Transports, February 25, 1933. 
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jes in Germany that trucking lines should be so dovetailed into the trans- 
sortation system that the existing transport agencies are not injured.’’** 


) Co-ordination Proper. 

Co-ordination of the various forms of transport has been almost entirely 
voluntary in those European countries where private mileage predominates, 
though it has been encouraged by permissive legislation. In other Euro- 
sean countries where the state has the majority interest in the mileage, co- 
ordination has been fostered and to some extent required by the state. 

In Great Britain the development of road-rail service was greatly en- 
couraged by the Road Transport Acts of 1928, which gave almost complete 
road powers to each of the four main line companies. Before the War, the 
nilways had been chiefly concerned with providing pick-up and delivery 
service. The Railways Act of 1921 had almost entirely neglected the sub- 
ect of co-ordination of road and rail. By 1928, the seriousness of road com- 
setition led to direct action by the ‘“Big Four’’ and the Metropolitan Railway 
of London. A select committee of Parliament spent thirty-seven days in hear- 
ings, and although violent objections to the granting of road powers to the 
nilways were raised by organized trucking interests and industrial groups,®** 
the requests of the companies, with a few minor changes, were granted in 
four private bills, and complete road powers outside the London Traffic 
Area were obtained. Charges for road service were made subject to the 
revue of the Rates Tribunal. 

As a result of these Acts, railroad co-ordination in Great Britain has 
made very rapid strides. In the field of passenger traffic, some branch rail- 
way mileage has been abandoned and bus service inaugurated. The rail- 
way companies have entered into agreements and mergers with important 
motorbus firms instead of setting up their own services. They have bought 
into established bus companies, usually acquiring 50 per cent of the stock. 
At the end of 1933 the investment in road transport undertakings was 
£11,049,267.°° Co-ordinating committees, consisting of the road and rail 
interests in equal numbers, have been set up in various areas for the joint 
onsideration of methods of co-ordination.® Considerable progress has been 
nade in arranging through bookings by road and ‘rail and in extending the 
interavailability of tickets.** 

Great Britain also shows progress in the co-ordination of rail and road 
freight service. Mention has already been made of door-to-door service, in- 


he. reign Experience with Transportation Control—Germany, Federal Co-ordinator, Sec. 


wers. 
il 1y Returns for the Year 1933, Ministry of Transport, p. 2. 
*K G. Fenelon, op. cit., p. 194. 
‘Since the year 1930 only two of the four main line companies, the Great Western and 
rei M. S., have operated direct road passenger service. For 1933 the number of vehicles 
ned was ‘eight, the number of passenger journeys, 1,112,331 (Railway Returns, 1933, p.8). 
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creased use of containers, and co-ordinated parcel service. Regular rail-head 
delivery service over wide areas has been developed. The absolute subs. 
tution of road for rail service by the companies has lagged behind co-ord;- 
nated service proper.® 

Some progress has also been made in Great Britain in rail-canal and taj). 
air co-ordination. The railway companies owned 998 miles of canals at the 
end of 1933.®* An agreement was signed with the independent canal as. 
sociation on June 28, 1933, for the co-ordination of traffic through a cen. 
tral conference consisting of railway traffic managers, representatives of the 
association, and of the bye-traders, to adjust matters of competitive rates and 
service. By the Air Traffic Act the railways were empowered to operate air 
services. In March, based on the experience gained by the G.W.R., which 
ran the first air service during 1933, a new company known as Railway Air 
Services, Ltd., was formed jointly by the four main line railways and Im. 
perial Airways.** 

Until recently, real progress in co-ordination in France lagged far be- 
hind that made in Great Britain. The Superior Railway Council, set up in 
1921, had suggested the advisability of giving road powers to the railways.” 
The co-ordination committee of the conference of railway and highway in- 
terests held in 1932 had adopted a plan for division of traffic between rail 
and road on the following principles: Suburban passenger traffic, L.CL. 
and passenger traffic of middle and long distances, and C.L. traffic, should 
go by rail, the rest by road; in each region the division of traffic should be 
decided by a regional committee formed of representatives of the transport 
agencies, the users, and the public.°* The National Economic Council in 
its report of February 17, 1934, suggested that regional committees should 
work out regional co-ordination plans, and that a national plan should be 
worked out by a superior transport council; also that railway operators 
should be given preference in establishing parallel or substitute motor serv- 
ices.** The actual measures of the decree of April 19, 1934, were somewhat 
different from the above recommendations.** The decree provides for a co- 
ordination committee (composed of representatives of the railways and the 
transport companies) attached to the Ministry of Public Works. This com- 
mittee is to decide on regional agreements between the interested patties, 
and in case of conflict, an arbiter will propose to the Minister of Public 
Works the maintenance, modification, or suppression of existing services. 


@ For the six months ending December 31, 1933, the average number of freight vehicles 
used independently of railway service by the “Big Four’ was 333. During that period 746,571 
tons were hauled exclusively by road (sbid., p. 124). 

® Tbid., p. 123. 

“ Railway Age, September 15, 1934, p. 314. 

* Chronique des Transports, June 10, 1931. 

“M. Peschaud, of. cit., pp. 48-49. 

Thid., p. 49. 

® For details, see F. Perroux, op. cit., p. 964. 
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The Minister will issue orders making obligatory the agreements between 
the parties or the proposition of the arbiter, after which a new motor serv- 
ice can be created only by ministerial authorization. Already, considerable 
progress has been made by the railway companies and the road interests in 
working out regional agreements.* It is still too soon to judge the results, 
but the ideas involved are a great step in advance. 

Efforts towards co-ordination in Germany have made for rapid progress 
due to the declared policy of the Reich that the railway business must be 
protected, and expanded, if possible, into a transportation system. The 
Motor Vehicle Association (Deutchland) , a corporation composed of seven- 
teen omnibus companié¢s, contracted in 1928 with the D.R.G. to co-ordinate 
bus and railway service. In 1929, the post office, which does about one- 
half of the bus business in Germany, agreed to co-ordinate railway and bus 
trafic with the D.R.G. Passengers and luggage may be routed by rail and 
post jointly; both railroad and busses are to use the same terminals and 
ticket agencies; new post lines must be authorized by the railway adminis- 
tration. Cut-rate competition by independents has, however, largely nulli- 
fied the effects of these efforts. The D.R.G. has turned to the policy of pro- 
viding faster and better service at low rates in order to preserve its place in 
the transportation system. 


Conclusions 


Certain conclusions may be drawn about European experience, though 
the exact degree of their applicability in the United States may not be clear. 


They are as follows: 


1. Emphasis on borrowing as a means of raising capital in the railway in- 
dustry is based on the assumption that stability of earning power character- 
izes the industry. Where such emphasis goes to extremes, as in France, 
declining railway revenue leads to a breakdown of the financial structure 
unless the state comes to the rescue. The conservativeness of the financial 
structure of the British railways has preserved their solvency, and recourse 
to public aid has not been necessary. (In the United States the financial 
structure of greatly overcapitalized companies should be scaled down, and 
steps taken to provide for a greater emphasis on equity in all the companies. 
Should the “temporary” aid from the RFC to American railways in dis- 
tress become permanent, it should be accompanied by financial reorganiza- 
tion. ) 

2. Where the state has an investment in the railway industry, the tendency 
is towards a large proportion of fixed charge obligations in the financial 
structure, since state credit can be used as a basis of borrowing. 

3. Efforts towards protecting railway earning power through consolidation, 
co-ordination, and restrictions on the railways’ competitors are likely to be 


, “™M. Peschaud describes the agreements recently made in Part IV of his article, Revue 
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more drastic and have more immediate results where the state has a finap. 
cial interest in the 1 ys, or where it assumes some responsibility fo, 
railway earning | tr. (In the United States, more progress 1s likely to be 
made in these d vhile the railways are leaning on Washington for 
financial aid or for ve or permissive legislation. ) 

4. The degree of regulation or control of transport is likely to be 
affected by the d to which the state assumes responsibility for railway 
credit. (Railways in the United States can hardly look for a relaxation of 
regulation on th hand and greater dependence on government on the 
other. ) 

5. While the sta have some responsibility for the protection of in. 
vestment in the ndustry, it should not attempt to maintain returns 
on capital who fulness has been impaired by developments in trans. 
portation techni tside of the railway field. (In this respect, by the 
abandonment of t f rate-making,’’ America gives a lesson to both 
France and Engla 

6. Consolidation of railways into larger groups ts likely to proceed slow); 
unless fostered or 1 | by the state (as experience with consolidation 
plans in the United § is well as abroad, has demonstrated). 

7. Co-operation bet lway companies, and the elimination of unde- 
sirable duplicati ncouraged (perhaps, required) by the state, 
especially if nati t is considered more important than the interest 
of the investment rticular company. 

8. “Automatic imes stability of earning-power. The rail- 
ways should not | from earning more than an adequate return 
during periods ty to tide them over periods of traffic decline, 
unless the state to come to their rescue. Consolidation into 
large groups do« tically provide stability of earnings. 

9. The greater t t f actual consolidation or of co-operation, the 
nore important a ilation becomes, in order to get the most bene- 
fit from the amal; process and to protect the users against monopo- 
listic practices. 

10. Considerable in rate-making and service is to be desired, as- 
suming adequate regulation of all forms of transport to prevent 
unfair competitive | t 

11. Progress in « t f railway and other transport services is likely 
to proceed more rapid rough the extension of the scope of the railway’s 
activities than through agreements between the railways and the other serv- 
ices. This tenden 1 greater emphasis upon adequate regulation. 
12. The various { of transport should be adequately regulated in the 
public interest, pr ly by one central authority. Given such regulation, 


1 


and all being placed 1 equal competitive basis, the future of any one 
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finan. ae form will and should depend upon its ability to attract traffic by improved 
ty for methods of service, rather than by restriction of its competitors. 

to be One of the first questions which must be dealt with before this ‘equal 
n for competitive basis” is provided is the question of relative cost of haul. The 


railways are bound to lose high-rate traffic to competitors who can offer 
superior service, especially for short hauls. The old days of monopoly are 
gone. But the railways should be protected from less-than-cost rate-making 
on the part of their competitors, particularly from indiscriminate private 
and contract vehicle competition made possible by lack of regulation. 

In the last analysis, the fate of any one form of transport is likely to 


to be 
ilway 
on of 
the 


of in. ME depend more upon its adaptation to the changing economic structure than 
turns on regulation and on restriction of the activity of its competitors. Public 
trans. Me supervision should be directed primarily towards this end rather than to- 
y the {ge wards the protection of capital already invested. Dead capital is dead capital, 


and should be treated as such. 

i3. The solution for the ‘‘transportation problem” is likely to be obtained 
most readily under the following conditions: revision of the financial struc- 
ture of the railroads; consolidation or co-ordination of railway property to 
avoid duplication; co-ordination between the rail, road, water, and air sys- 


both 


lowly 
lation 


unde. [Me tems in which each plays its proper rdle, regardless of past investment; en- 
state lightened central regulation of all forms of transport. Europe is taking steps 
terest towards this solution, with varying degrees of success, and European prece- 


dent, while not entirely authoritative, gives us a number of important clues. 
While we might possibly work out a solution without any reference to 


rail- 
eturn foreign experience, it is both interesting and valuable to see what has been 
cline. done abroad. Thereby certain mistakes may be avoided and certain processes 
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DISCUSSION 


and Professor Dougall have drawn attention to 
ilroad industry at the present time, both in this 
ve indicated the character of the public policies 
ler these circumstances. In the few minutes at my 
to add factual data or to sponsor specific pro. 
ummary survey of the general problems of con. 
in the existing situation. 
n”’ has been discussed on numerous occasions at 
is any single subject of concern to economists, 
1s been due to two fundamental factors: first, its 


| second, the necessity of perfecting, on the basis 


pedients calculated to meet its outstanding difficul. 
riven stage. Now, as in the past, public policy must 


teristics of the prevailing scene, and the meas- 
is initial attacks upon the problem rather than as 


id industry we were primarily concerned with 
as possible the vast potentialities of this new 
d interests of the then-existing instrumentali- 


f enterprise, nurtured by large grants of public aid, 


unnel for achieving this objective. When the 
h inhere in an untrammeled exercise of the trans. 


selves upon public attention, the beginnings of 


states in the early seventies, with the crucial 


of government to assert its paramount authority in 


nitations imposed by constitutional guarantees. 

1 of the public character of the railroad industry 

need of a national agency of control corte- 

tional scope of the operations to be regulated, 

rce Commission came into being. A long and 

h the powers of federal regulation, primarily 

s in railroad rates and practices, on a reasonably 

he necessary mandatory authority, supported by 

1 recognition of the importance of strict ac- 

n the Commission; and not until 1910 was ad- 

:due interference by the courts in matters of 

nt method of control. These developments 

| in them is to be found the source, in consider- 

y, as well as the reservoir of power essential to 
diffic ulty. 

be increasingly evident that the mere elimination 

ively achieved, did not constitute a sufficient 

of public policy—that the maintenance of an 


was essential, and that there was urgent need for 


f control on an affirmative basis. The growing 
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jiscrepancies between transportation needs and railroad facilities, sharply and 
jnmatically accentuated by the unprecedented demands of the War period, dis- 
Josed strikingly the grave shortcomings of the purely restrictive approach ; and the 
pomen of the railroads on a unified basis during the twenty-six months of fed- 
-al control threw considerable light upon the direction of needed reform in the 


jection of this antecedent experience. While the scope of governmental power 
was broadened materially, the purposes sought and the methods employed were of 
, more positive and intelligent character than those that had theretofore pre- 
ailed. Thus, among other things, a statutory rule of rate-making was enacted 
which, despite its technical defects, was calculated to make possible a rehabilita- 
‘ion of railroad credit and its maintenance on a basis adequate for the attraction of 
necessary capital. The old emphasis upon enforced competition was sufficiently re- 
axed to encourage informal co-operative arrangements and closer unions of in- 
erest; the security issues of the carriers were subjected to strict supervision, as a 
eans, primarily, of establishing sound financial foundations for the maintenance 
reasonable rates and adequate service; and, through control of extensions and 
sbindonments, as well as through broad powers over service relationships, both 
inder normal conditions and in emergencies, railroad service was directly subjected 
‘o the dominance of the public interest. There can be little question that this legis- 
lation met in very measurable degree the needs of the railroad situation as it then 
xisted, and that, as enforced by the Commission, it contributed substantially to the 
atked improvement in railroad conditions during the decade of the twenties. 
Since 1920 two major developments have further transformed the nature of 
the railroad problem: first, the emergence of a new competition, growing pro- 
ressively in scope and intensity, pestionlacly through the rapid expansion of the 


fic which has inev itably accompanied the severe and prolonged economic de- 
pression, and the impact of which has been especially devastating in the railroad 
industry, because of its competitive set-up and the inflexible character of its finan- 
al organization. By itself, the new competition, though unquestionably justify- 
ing great concern, could scarcely have produced a condition of crisis. The inroads 
f motor-carrier competition, for example, though greatly intensified during the 
depression years, were making themselves seriously felt long before the economic 
breakdown, and yet the railroads continued to achieve adequately favorable results. 
While the pressure of competing transportation agencies will necessitate important 
changes in the organization of the railroad industry, in the character of its operat- 
ing methods, and in the legal environment which conditions its functioning and 
that of its competitors, it is difficult to disregard the fact that the rail lines still pro- 
vide, and are likely to provide for a long period to come, by far the major portion 
of our transportation service. But there is well-founded doubt as to whether, with- 
out more or less drastic measures, this indispensable transportation service can be 
properly maintained by the rail carriers. The conjunction of the vigorous competi- 
tion of the newer agencies with the acute shrinkage of total traffic induced by the 
depression, together with the wastefulness of the competitive organization and 
the vulnerability of the financial structure of the rail lines, have undoubtedly ren- 
dered the railroad situation a critical one. While the depression may be the con- 
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trolling cause of dif ty, it v | be a mistaken policy to assume that recovery 
will automatically right tters. The impetus gained by the competitive agencie 
will constitute a cont nd ever-growing threat to the railroad industry; ang 
the financial difficul f the rail carriers, temporarily mitigated by the liber) 
support of public || generate seriously hampering effects into an indefinite 
future. It is these devel then, characteristic in their essential features of 
foreign experience as v s our own, which have produced the newest phase of 
the railroad problet is for these reasons that we are placing our emphasis 
upon the aspects of lination and finance. These aspects do not require alto. 
gether new regulat res in substitution for those developed during almost 
a half century of { | effort; they do not involve the scrapping of the many 
gains laboriously a 1 in the past; they but point to some next steps, by way 
of fashioning public policy in the light of new conditions. 

Co-ordination it f course, the establishment of a proper basis for the 
functioning of all the nt transportation agencies—an attack upon the prob- 
lem from the stat int of the transportation system as a whole, rather than 
from that of the r ly. It would be manifestly futile, however, to seek co- 
ordination in this broad sense without recognizing that the first essential is the 
achievement of mot rly organization and operation in the railroad industry 
itself. The wastes lexities incident to the maintenance of railroad com. 
pentine have long | parent, and as early as 1920 an effort was made to fur- 
ther desirable co-operation and combination—through pooling arrangements, 
acquisitions of cont: | consolidations. The defects of that effort proved to be 
numerous, and mat hem have been remedied by the 1933 legislation ; but the 
two basic elements of the old policy—the maintenance of competitive conditions 
as far as possible, ipon the voluntary action of the carriers—were re. 
tained. It is decidedly doubtful whether the railroad industry can maintain itself 
economically, especially in view of the onslaughts of its newer rivals, without 
much more swee} tion of the competitive principle than has hitherto 
approved itself to ¢ 1 it is practically certain that the co-operative ar- 
rangements and ut wnership deemed necessary in the public interes, 
whether on the pr , restricted basis or on the more extensive scale plainly 
indicated, cannot | tively achieved without resort to governmental compul- 
sion. As an emergency sure the Federal Co-ordinator of Transportation has 
been vested with power t mpel loose co-operative undertakings calculated to 
eliminate wastes and onomies. At least such mandatory authority, freed 
from the restrictions sed in the interest of labor, should be a constituent of 
permanent policy; and it would seem to be clear, also, that the Commission should 
possess the power to el the merger of particular properties where manifestly 
demanded in the pub! terest. Whether we are yet ready to institute compulsory 
consolidation on a gt scale, or to adopt the more extreme and perhaps ulti- 
mately inevitable po f government ownership and operation, is problematical 
But whatever the developments in the field of co-operation and combination, tt 
is likewise essential that scope of federal regulatory activity be extended to the 
competitors of the railroads. This need, too, has been recognized for a considerable 
period of time, and 1 ndations to this effect have been repeatedly made by 
both the Commission and the Co-ordinator. Since the public is obviously entitled 
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»o the fruits of progress in transportation, the vested interests of the railroads 
should not be permitted to hamper the development of the newer agencies; but it 
is equally undesirable that these newer agencies, equipped to render only a part of 
che necessary transportation service, should be artificially strengthened by subsidies 
or left free to subject the strictly regulated rail carriers to the pressure of destruc- 
“ve competition. The achievement of co-ordination in the transportation industry 
requires an equality of status before the law, with the powers of control over all 
the important constituents of the transportation system vested in a single regula- 
tory tribunal. There is every reason to believe that the forthcoming Congress will 
sive effect to this need, as well as to the attainment of a larger measure of con- 
-erted action by the railroads, and there is thus promise of substantial progress in 
the direction of co-ordination. 

The financial problem of the railroads, rendered especially difficult because of 
the heavy and inflexible burden of their fixed charges, is directly traceable to the 
depression, although it has been intensified by the substantial diversion of traffic 
.o alternative carrying agencies. It is important that the depression be recognized as 
the principal source of difficulty, because the financial embarrassment of the roads 
is often erroneously attributed to the Commission’s restrictive rate policy. It can 
be said with much assurance that there is no valid foundation for attaching re- 
sponsibility to shortsighted rate regulation. During the decade of the twenties the 
net operating income of the carriers, though not equal to the specified return on 
property value, was amply sufficient to maintain railroad credit and to attract 
into the industry all necessary capital on reasonable terms; and during the depres- 
sion the temporary rate increases of 1931, together with the maintenance of the 
basic rate level in 1933, reflected a very generous approach on the part of the Com- 
mission. Any more liberal treatment of the carriers would have been calculated to 
produce or accentuate serious economic maladjustments, as well as to injure the 
position of the roads themselves; and these dangers are largely responsible for the 
vast numbers of rate reductions voluntarily made by the railroads while apparently 
clamoring for advances. The 1933 revision of the rule of rate-making, whereby 
the requirement of a definite rate of return on a definite rate base was removed, 
was a significant forward step ; but it was made necessary, not by the Commission’s 
previous failure to give due consideration, as specified in the new rule, “to the 
effect of rates on the movement of traffic” or ‘to the need . . . of adequate and 
eficient railway transportation service” or ‘‘to the need of revenues sufficient to 
enable the carriers ... . to provide such service,” but by insistence from without 
upon an unrealistic interpretation of the old rule of rate-making. Financial relief 
is not to be secured, then, through any marked change in the policies of rate con- 
trol. The greatest need is for a scaling down of capital liabilities, and particularly 
of the load of bonded indebtedness. Such results are normally achieved through the 
processes of receivership and reorganization. By means of large loans extended by 
the Reconstruction Finance Corporation, these processes have been deliberately 
retarded in the present depression, not only in the interest of saving an indispen- 
sable industry, but, because of the large quantities of railroad securities held by 
banks and insurance companies and other quasi-public institutions, in order to 
vert serious repercussions upon our entire financial structure. This use of public 
credit cannot continue indefinitely, however, and economic recovery will not in it- 
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self assure the financial integrity of many roads which have been enabled tempo. 
rarily to weather the storm. Reorganizations must be actively promoted, and with 
the definite objective of achieving sound capital structures. The 1933 amendmen 
to the bankruptcy law, which vested in the Commission a much more intimate 


control of the reorganization process than it has traditionally enjoyed, should be 
helpful in effectuatins Its; and a more liberal authorization of abandon. 


ments, a more strii ol of extensions, and a closer scrutiny of the pro. 


priety of issuing interest-bearing obligations, with insistence upon reasonable pro- 
vision for their amortization, would tend to establish for the future a sounder 
basis for stable and self-sustaining railroad operation. 

It is obvious that the salvation of the railroads does not lie in the adoption of 
any single, all-embra policy or in resort to any automatic mechanism of con. 
trol. Even if we were to turn to government ownership and operation, we would 
only be utilizing an expedient; the proper functioning of the industry, free from 
dominance by political manipulation, would still necessitate extensive regulatory the t 
activity in numerous directions. As in the past, therefore, the method of trial and " oi 
error is most promising of sound results. The processes are slow and arduous; vail 
legislative enactments and administrative determinations, both subject in some nil 
degree to judicial censorship, must be gradually perfected, on the basis of clear of “ 
vision and concrete experience. The temper of our people, as has been pointed will 
out, finds in our constitutional limitations and legal procedures an opportunity for In 
generating a multiplicity of obstacles to the achievement of desirable ends. But I bel 
public control of the railroad industry has always afforded, and can continue to with 
afford, the outstanding example of orderly governmental processes. Our patience al 
has not been without ensation ; and today, in the face of unprecedented per- “i 
plexities and a flood of untried proposals, there is especial need for restraint. It conn 
is significant that even the emergency powers of the Co-ordinator are being ex- in 
ercised on the basis of a carefully conceived enactment, with meticulous regard and sti 
ample safeguards | legitimate claims of all interests. The policies and thov 
practices employed in the railroad field stand out as a beacon light among new 
control activities in other fields which appear to many to be unsound in conception 
and arbitrary in execut Our attack upon the railroad problem, grounded in a 
rich experience, should not only meet its contemporary difficulties effectively, but 
may well provide at t a procedural pattern for the broader sphere of public 
control of industry uj hich we have entered. 

S. L. MiLter: For fifty years the “railroad problem’ was basically one of pro- 
viding additional mil for forty years, these periods in part overlapping, the 
“problem” was that of the subordination of private to public interest; for twenty 
years the “problem” has increasingly become that of safeguarding the railway 
against attack and from parties at interest whose blind and selfish 
course threatens to lessen seriously the capacity of the railway to render an ¢s- 
sential service. For ten years, in truth, the “railroad problem” has been but a sin- 
gle aspect of the greater transportation problem—with slight hope of approxi- 
mating a solution of the former except as an approach is made to the solution o! 
the latter. With the d pment of other effective agencies of inland transport 
than the railway, man enjoys for the first time in the history of the race a surplus 


of efficient transport service—service that is speedy, sure, and rendered at low 


cost. 
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cost. It is because of this surplus, largely, that emphasis is being placed today upon 
the aspect of the transportation problem specifically before us here—co-ordinated 
transport. 

Within comparatively recent years consolidation was conceived by many to be 

, panacea for all ills to which railways were heir. Today consolidation looms small, 
and co-ordination is regarded widely as the key to railway salvation. What may 
be tomorrow’s “conjure” word is uncertain; government ownership, perhaps. But, 
whatever Our course, it seems certain that the “‘railroad problem,” the “transporta- 
‘ion problem,” will persist; it is unlikely that those of us who have found in- 
tellectual pasturage in this field attractive through the years will soon find its 
orasses withered and sere. 
" By these comments I do not mean to suggest that consolidation could not— 
indeed, cannot—aid in reducing the magnitude of the ‘‘railroad problem.” Neither 
do I for a moment question the significance of co-ordination as an aid in reducing 
the total social cost of transport and in providing a more satisfactory service, or 
its significance as a factor in lessening the existing threat to the public of both the 
nilway and the more inclusive transport problem. By a proper grouping of 
sailways, by an appropriate co-ordination of the services offered by various types 
of agencies, and by the utilization of other methods of established worth, progress 
will be made toward that indefinable goal of public advantage. 

In the time allotted I shall seek to do no more than to stress a few facts which 
| believe merit attention. In the first place, there exists today a transportation plant 
with a capacity to serve far in excess not only of depression needs but of any nor- 
mal demand. Co-ordination, with adaptation to public need, means, then, a curtail- 
ment of services by some—perhaps all—agencies now functioning. I know of no 
comprehensive, detailed study of the financial results of the operation of the 
thousands of segments of our railway mileage, but it is certain that such a study 
would give clear evidence of the financial folly of continuing in service tens of 
thousands of miles of railways; many branch lines, some secondary main lines, and 
a few entire properties have no economic and slight social justification for con- 
tinuance. I have little doubt but that a reduction of some forty to sixty thousand 
miles in railway mileage should come within the next decade—except as we are 
willing to have the stronger mileage dragged down by the weaker. And similar 
studies in other fields of transport—air, water, highway, and particularly the 
last—will give evidence of services now rendered that also lack adequate justifi- 
cation, social or economic. Co-ordination will mean, if carried to logical conclu- 
sion, the elimination largely of duplications in service, and, perforce, competition 
in the field of service for hire will be reduced to small proportions, with a ten- 
dency to disappear. Indeed, it is possible that co-ordination may ultimately in- 
volve curtailment of the right of the individual to use public highway or water- 
way to move his own tonnage in an owned truck or barge. Co-ordination, rigidly 
applied, has a long arm; yet the fact that that arm may reach into places that 
many have held to be inviolate should not damn its acceptance—even significant 
changes wrought by it in old fields may merit approval. 

It is against this reduction of competition in the field of transport to a minimum, 
even more to its elimination, that perhaps the greatest volume of public protest 
will rise. Despite the fact that there is slight justification for the diverse ownership 
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silly, we bid fair to be forced upon such a course because of the reluctance of 
capital to enter the railway field under conditions of close regulation. Yet, under 


ib. 5 more equitable system of transport control, I do not believe that sufficient 

il! reluctance will exist to serve as a serious obstacle to adequate rail service, and 

ut , more equitable control can be had within brief time, if intelligently sought by 

“1. sublic leaders. However, my major point is that our transport structure cannot 

ott continue upon the basis of government ownership and operation of railways 

no and still retain competition with free play of individual initiative in the fields 

es, of highway, water, and air transport. In the interest of satisfactory financial results 

ay. for governmentally-owned railways, significant curbs must ultimately be imposed 

ith upon all non-governmental agencies. And might this not perhaps compel assump- 

st, tion of these agencies by government, as with the railways? 

ort | am convinced that government ownership of railways today is a far more 

op nplicated problem than it was twenty years ago and is loaded not only with a 
high charge of political dynamite in a democracy, but also is fraught with economic 

se lificulties that did not then exist. I am, therefore, inclined to regard govern. 

of ment ownership definitely as a last resort, a final recourse, with which I do not 

of believe we are faced, or will be faced in the predictable future, if a comprehensive 

ry program of transport regulation is developed. Consolidation and co-ordination 

nas vl have places 1 in this program, but along with them must go the education of 

ate the public in the broad nature of the problems faced and a willingness of leaders 

hat to vada intelligently from time to time regulatory policies. 

her It is, perhaps, to this education that the office of the Federal Co-ordinator has 

red contributed most generously, as has the work of this organization contributed to 

ad- the ‘open mind” on the part of many who have been ruled too largely in the 

- past by preconceptions and prejudice. The railway—the transport—problem will 
never be solved, I daresay; none the less, I believe that we are moving now, as 

it- in the past, toward a stronger position. 
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NATIONALISM 


H. A. INNIs, Chairman 


Two mimeographe ts were circulated through the mails before the mee. 
ing to a selected list of sons interested in the subject of economic nationalism 
one by Professor F. H. Knight on, “The Implications of Nationalism to Economic 
Theory,” and the other by Professor Max Handman on, “Nationalism and the 
Industrial Revolutior 

In introducing the discussion of his paper, Mr. Knight stressed its constructive 
import against an impression reported from some readers that it seemed to try to 
close the door against any hope for liberty. It did, he said, aim to bring out the 
seriousness of the situation, but less on the ground of historical inevitability in 
the abstract than of inference from the ordinary behavior of men in group tela. 
tions today, and the motives manifested. The extreme individualism and com. 
petitive spirit in the social sciences was made a special illustration. The hope was 
expressed that the round table session just beginning might strengthen the faith 
of those present in t pacity of human nature for genuine discussion, for self- 
effacing intellectual ration in the quest of truth and right. 

Professor Handman presented a brief outline of his paper with an enumeration 
of the forms of nationalism and particularly of nationalism ‘‘so highly colored by 
economic factors as to give it the special appellation of economic nationalism” as 
shown in protectionism and imperialism. The effects of the Industrial Revolu- 
tion were described with particular reference to India, China, Germany, Italy, 
and Spain. He concluded that wherever nationalism strives to obtain the advantage 
in productive techni which is a characteristic of the Revolution, the reason 
is not to be sought in the economic advantages which such an increase in produc- 
tion might give, but rather in the increase of international power and prestige 
which an effective productive system brings with it. When such power and 
prestige could be obtained by more purely military means, nationalism showed 
little concern with economic factors and showed little interest in the Industrial 
Revolution or in any of onomic advantages accompanying it. Until recently 
nationalistic grievances ils have seldom been stated in economic terms, but 
usually in political and cultural terms. It is in the few years immediately before 
the War and particularly since the War that one finds the grievances of and 
provocation to nationa stated in economic terms in addition to the political 
and the cultural. In its earlier politico-cultural phase it attracted the glib politician 
who reaped a harvest of political preferment and economic reward by pretending 
to defend the interes f the group, in its economic phase. In its later phase 
nationalism attracts business men and bankers, with their spokesmen, defenders, 
and flunkeys who would | economically by any increase in the economic 
strength of the group. It is significant however for an understanding of humaa 
motivation, that in sj of the general acceptance of the legitimacy and even 
the primacy of economic motives, the economic beneficiaries of nationalistic agita- 
tion still feel that it is necessary for them to hide their economic motives behind 
such a strong protectiy loration of nationalistic camouflage. 


Professor Paul T. Homan in discussing Professor Knight’s paper suggested 
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that the attempt of economic theory to extend its concepts to cover the increasing 
phenomena of collective forms of action, both voluntary and coercive, had been 
; striking phenomenon of recent years, and that the attempt had been successful. 
Economic analysis can serve equally to illuminate the economic relationship within 
more highly as well as less highly organized economics. Professor M. M. Bober 
agreed that pure economic theory was important in throwing light on economic 
phenomena, but insisted that Professor Knight's attempt to regard human beings 
as motivated by interests in activity, in achievement, in power, and in prestige 
made economic theory too complex, and that it was necessary to concentrate on 
artificial assumptions built around the economic man. 

Professor J. M. Clark thought Professor Knight was disposed to resolve the 
paradoxes of reality in favor of elements less emphasized in current economic 
thinking. He said: 

Human nature and thought are inherently paradoxical, and there is no reason why a par- 
ticular form, like economic theory, or a liberal system should not share this quality, or why 
it should be a fatal weakness. One might even contend that a workable system must somehow 
include antithetical elements. 

This fits in with a prejudice in favour of evolutionary change, under which a system at 
any one time must include antithetical elements. In particular I am not clear as to the clean- 
cut contrast between democratic socialism and nationalism, or, for that matter, between 
liberalism and nationalism, since both have existed together for over a century. 

On 1 specific point of economics is the proposition that voluntary demand expressed in 

ice would, or could, be the governor of economic society, as is assumed now. It is not the 
sole governor now, for there are large realms of positive economic services and of controls 
of re which do not go on that principle, and it would be interesting to speculate 

her under democratic socialism price demand might cover a wider field than at present, 

a narrower one, or one of about the same size but including different items. 

ee to the bankruptcy of leadership under liberal or democratic systems, Professor Knight 
seems to set an impossible standard; and I question the proposition that, where the leader 
must follow, he therefore cannot lead. He has a large task of leadership in devising s pen 

grams which will respond to the general ambitions, resentments, and aspirations of their 
constituents, and will work. Leadership in this sense is a sufficiently difficult task, but there 
seems no convincing ground for holding that such leadership must necessarily fail. 

Professor E. A. J. Johnson thought that Professor Knight had placed a major 
emphasis on political and psychological manifestations and had neglected “‘one 
of the most important economic symptoms; namely, the overextension of the 
whole process of investment in capital goods. . . . The decline of liberalism is 
in my opinion inseparable from the problem of non-neutral money.” 

Professor F. D, Graham emphasized the importance of sportsmanship on the 
development and evolution of higher forms of competition in opposition to the 
rend toward lower levels, including fighting. 

Professor C. E. Ayers and others, including Professor I. Lippincott, com- 
mented on the failure to develop clearly the concept of nationalism: 


The seas of nationalism are not uncharted. As Professor Knight and Professor Handman 
have amply demonstrated, we know a great deal about the cartography of nationalism. What 
we lack is a compass. We know everything except true north. 

I agree most vehemently with Professor Knight’ s declaration that theory is an indispensable 
prerequisite to an attack upon this or any other “special” problem. Professor Knight's autopsy 
upon the cadaver of nineteenth century liberalism has been performed with convincing 
celicacy; so that it seems to be pretty well established that the subject died of a deficiency 
f inderstanding. But what liberalism chiefly failed to understand, as exhibited by his own 

nalysis, was that nationalism of which liberalism itself was the inspired expression. Conse- 
que uently I am at a loss to see how this defect can be remedied by the retreat of theory to a 
plane of abstraction from which such a concept as that of nationalism is excluded by definition. 
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If, as Professor Handman says, an ideology is the work of an academic class intent upon retic 
rationalizing its adventit tuation in life, we should not be surprised if such an ideolo ; 
takes account of everything except the academic bias that has brought it forth. But this does out 
not mean that academic utterances are, in form, mere cries of passion. In form they wil} by ] 
always be academic. Wha r bias, we shall always find it lurking in the most scholastic nlac 
definitions of the most acader tegories.... - 
It seems to me that we can effectively meet Professor Knight’s challenge to more and ren 
better theory only by the elaboration of a set of categories quite distinct from those which scle 
have proved so ineffectual hitherto. Indeed, we have already been doing so. For some time _ 
the interest of a steadily reasing number of economists has been coming to focus more " 
and more sharply upon a tical distinction which undercuts the whole series of classical Hat 
categories; the distinction expressed in the categories “technology” and “‘institutions.” I am you 
not merely thinking of \ s influence, nor of Professor Commons’ remarkably suggestive : 
book, but of Professor ¢ ipplication of this distinction to the concept, capital, in the 
last issue of Economica most particularly of his remark that the point is both trite and 
obvious. So it is. But which is more significant: that this obvious and trite distinction should 
have been so largely ign by economic theory in the past, or that economists should find 
themselves so insistently ng toitnow?... 
As Professor Hand: has pointed out, modern society exhibits these two aspects: in. 
dustrialism on one side, and capitalist-nationalism, or nationalist-capitalism, on the other. . ,. 
We seem to be presented with the alternative either of deliberately sacrificing technology to 
the institutions of propert | national sovereignty, or of seeing those institutions altered 
out of all recognition by t vitting and perhaps irresistible growth of industrial technology, 
Not the least remark pect of this extraordinary situation is the fact that never have 
the so-called “rights of pr property’ been proclaimed more generally or more passionately 
than now when they have a! y been discarded by business enterprise itself. The same thing 
is true, I think, of conte: iry nationalism. Never has the world been more generally or 
more passionately nat than now. But what does this mean? Whether they love or 
hate it, most people seem t gard this hectic nationalism as an extremely formidable ex. 
pression of an institution mpregnable as to be impervious to any conceivable degree of 
technological pressure. But it does not seem so to me. This contemporary nationalism is 
palpably morbid. Notoriously it is a form of madness, and though madness may be dangerous, 
it is not formidable. All this vehemence is subject to another interpretation: it is a paranoia 
asseveration of the imp ind denial of the undeniable. Various Europeans who are 
utterly alike in all but name therefore passionately asserting that nothing matters but the 
name. ... 
Is contemporary nat lism writing “Finis” to the long chapter of occidental intellectual 
achievement? I see no « whatever that it is. On the contrary, whenever I hear it said 
that truth is being pet en going unheeded, my disposition is to inquire, “What 
truth?” Established institi ; resist truth, to be sure; but established institutions also pass 


away, and civilizati 


1g the door after the horse has been stolen. Truths are 


only dangerous when sees their danger; when the danger is recognized, it is always 
too late to stop the presses. Indeed, recognition of institutional danger is itself a register of 
change already accomp As Professor Handman states, capitalism and nationalism 
are each seeking to gain ty by donning the other's coat. But such undignified procedure 
is itself consciousness of dignity already lost, like that of a church seeking to Jefend its 
spiritual leadership on the gt | that it provides a forum for the discussion of current 
events. ... 

As the paradox of nat hows, economic theory faces two alternatives. It can allow 
the established categories t fine the science, ignoring whatever those categories exclude, 
even though it be the w vorld of social actuality. Or it can make such a problem as 
that of nationalism the point of departure for the creation of such intellectual implements 
as will serve to analyze tualities with which living men are compelled perforce to deal 
Professor Knight seems to suggest that the former alternative should be adopted, but ! 
believe that the latter ha eady been. This alternative itself is a matter not of individual 
choice but of social « t As academicians we shall continue to behave as Professor 
Handman has described us. Our theory will exhibit industrialism and nationalism in head-on 
collision, because such is nt which dominates our lives. 


Professor S. Perlman, commenting on Professor Handman’s paper, referred to 
the forms of nationalism in which hopeless ethnic minorities were being crushed 


out economically by ruthless majority groups in continental countries. He referred 
to this as a return to the guild mentality which could only be checked by theo- 
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k with a melioristic bias. Tough-minded meliorism gives 


retical and practical wor 
sur intellectual discussion purpose and conciseness. A similar argument was urged 


by Professor A. B. Wolfe in defense of welfare economics and emphasis was 
laced on the difference in philosophical outlook. Professor E. J. Urwick de- 
feaded this point of view by concentrating his attack on the impossibility of the 
<ientific approach in the social sciences. Professor H. Heaton argued that the 

f time tended to be too narrow but supported Professor 


perspective in point o 
Handman’s position in his description of the characteristics of nationalism in 


young countries. 
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GOVERNMENT CONTROL OF INVESTMENTS 
AND SPECULATION 
By R. S. TUCKER 
Twentieth Century Fund 


It is generally agreed that the Securities Act of 1933 was a perfect illus. 
tration of the old adage about burning down a barn in order to get rid of 


the rats. That Act has now been greatly modified, but there is still consid. 
erable difference of opinions as to the sufficiency of the modifications. It js 
not my intention to go into these at length. I shall merely mention a few 
points in passing. 

First, I believe that the liabilities imposed on directors and bankers for 
unintentional failures to state in their prospectuses facts that may later tum 
out to have been material are too great, if one takes into account the emo- 
tional character of our juries and the sickening expense and annoyance of 
trials under our antiquated and disreputable judicial system. This is espe- 


cially true since the defendant has been deprived of his right to have the 
case transferred from state to federal courts. In criminal law the accused is 
presumed to be innocent until guilt is proved; in civil suits, under the Se- 


curities Act, the accused is presumed to be guilty until he can prove his in- 
nocence. Such a presumption may be justified in case of a positive state- 
ment, but not, it seems to me, in case of an omission. Even if the defendant 
succeeds in proving his innocence in what will often be a prejudiced coutt, 
the expense of the trial is in itself a heavy fine. 

Second, the process of complying with the registration requirements in- 
volves much delay and expense. It is true that the Commission is striving 
manfully to reduce the burden, but it is limited by the specific requirements 
of the Act. In this connection the figures that have been published by the 
chairman of the Commission (Mr. Kennedy) are somewhat misleading. It 
may be true that the average expense of complying with the Act has been 
only .38 per cent of the amount of the issues that have so far qualified, but 


there have been cases where the expense was probably 1.5 per cent or more, 
and investment bankers tell about many cases where the estimated probable 


expense of proposed issues was so high that the issues have not been made, 
or have been privately floated, without registration. 
Many investment bankers have expressed themselves as being willing 


to do business under the Act. They have no choice. It is the only way they 
know to earn a living. Yet there are certainly many corporations that would 
try to take advantage of the present period of easy money to refund their 
obligations if it were not for the Act; but as it stands they figure that there 
would be no saving to the corporation, or not enough to make the directors 
willing to assume the risks. For evidence one needs only to look at the 
number of bond issues selling above their call price. The result is that the 
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§xed charges of these corporations remain higher than necessary. In some 
cases commercial banks are compelled to hold the bag; money originally 
advanced on the expectation of speedy repayment is frozen because the bor- 
rowing corporation is denied access to the investment market. Established 
concerns whose capital structure is somewhat complicated are seriously 
cramped by the Act, even if the securities they would like to offer are con- 
servative and sound. On the other hand, newly organized concerns can 
comply with the Act with very little difficulty, and we have seen a flood of 
offerings of securities of breweries, distilleries, mines, and investment 
trusts, some of which would be generally regarded as extremely speculative 
in character. 

Although lawyers and accountants and economists may disagree as to 
how far the present requirements of the law may be modified, there is one 
slight suggestion I would like to make because it seems to me so obvious. 
According to the law, a plaintiff does not need to prove that he ever read 
the misleading prospectus. If that is so, why not repeal the requirement 
that prospectuses must be sent to every person who is solicited to purchase? 
Let the dealers have copies, of course, but save the enormous bills for post- 
age and printing now required, and the penalties for a possible innocent 
oversight. Or would Mr. Farley object? Was it one of the objects of the 
Securities Act to get the Post Office out of the red? Or was it a bit of clever 
lobbying by printers and manufacturers of waste-paper baskets? 

The two points just discussed—risk and expense—refer only to flota- 
tions of securities. A third objection to the Securities Act refers to the treat- 
ment of going concerns. The power given to the Securities Commission to 
require special reports from corporations in addition to those specifically 
described in the Act may easily be used as a weapon of political persecu- 
tion, or even to satisfy personal spite. Such reports are frequently very ex- 
pensive to prepare. Certainly a corporation should not be required to pay 
out large sums of money to satisfy the whims or grudges of a bureaucratic 
body. The expense of such reports, I believe, if they are to be permitted at 
all, should be borne by the government. Such an arrangement would be of 
great help in preventing useless investigations. 

So far I have touched on matters that I regard as only incidental. Now 
for the fundamentals. As I see it, the first thing to do in considering gov- 
ernmental control of investments is to decide on what basic principle to 
proceed. There are several methods of approach, of which four seem to be 
worth consideration. 

First, we may take what would be regarded as a conservative, even a 
laissez faire attitude, and say that all we want to do is to impose the rules of 
common honesty. This involves the punishment of fraud, and by an easy 
transition, the attempt to prevent fraud. It would seem that this approach 
would command universal assent. Unfortunately, this principle overlooks 
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several important facts. One is that crooks frequently have better brains and 
usually have better legal advice than the framers and administrators of laws 
More important is that a net spread for the feet of the dishonest is very 
apt to entangle some of the innocent while the guilty go free. Moreover, it 
is certain that the great bulk of the losses of the public in the securities 
markets (since 1920) have not been caused by fraudulent flotations, but by 
excessive optimism on the part of both promoters and purchasers. The in. 
siders have frequently lost their own money, too; certainly they did not try 
to defraud themselves 

Another important consideration is the fact that a comprehensive law 
based merely on the principles of common honesty is impossible in a time 
like the present when there is so little agreement as to what these Principles 
are. The present administration at Washington doubtless thinks it is honest. 
but there are many sincere people who wonder if anything done in Wall 
Street within the memory of man was as fraudulent as the issue in March 
and April, 1933, of $1,500,000,000 of Treasury notes and certificates, con- 
taining clauses promising payment of principal and interest in gold coins 
of the then standard of weight and fineness, and the repudiation of those 
clauses by the issuer in less than two months. These people also wonder if 
the motives and methods of bankers who habitually make a market for new 
private bond issues are any more reprehensible than the motives of Trea- 
suty Officials in making a market for government bonds; or if pool opera- 
tions intended to boost the price of stocks or staple commodities are any 
more iniquitous than Treasury operations to boost the price of silver or gold. 

Of course we should punish deliberate fraud where dishonest intent can 
be proved; but beyond that it is necessary to judge actions by other than 
ethical standards. To the extent that ethical standards are possible of ap- 
plication, most of the problems could probably be adequately met by exist: 
ing state laws if our state courts and prosecuting officials were efficient. 

There is, however, one glaring defect in our existing laws that should 
be remedied. That is the lack of control over the valuation of property sold 
to corporations in exchange for stock, especially when the corporation is 
being organized. ‘she provisions of the German corporation law might well 
be adapted to our situation with beneficial results, but even in Germany 
the law has not been able to prevent improper transactions by officials of 
going concerns. 

It is obvious that we cannot get very far by basing a policy merely on the 
principles of common honesty. Let’s consider a second basis; viz., the pro- 
tection of the weak against the strong. This principle is sometimes stretched 
to include protecting the weak against the consequences of their own ac- 
tions. In this form it was the principle generally believed to underly the 
recent noble experiment of prohibition. As applied to the securities markets 
it means taking pains to insure as far as possible that only sound securities 
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are offered for sale and at a fair price. But our economic structure is such 
that no one can be absolutely sure of the profit that will be made by any 
business enterprise. Those investments that appear the safest usually offer 
2 comparatively low yield, and the public wants a high yield. There is al- 
ways the danger that securities that are approved as conforming to the law 
may be regarded as being approved as safe and profitable investments. This 
is what happened to foreign bond issues approved by the State Department 
under recent Republican administrations. If the law is made so strict as to 
eliminate most of the risk, it will result in a smaller volume of new securi- 
ties, and those surviving will offer but little return to the investor. A natural 
result will be that the public will look elsewhere for speculative gains. Is 
it just a coincidence that since the stock market lost its get-rich-quick glamour 
there has been such a notable revival of interest in horse races and lotteries? 
I think that experience shows that no amount of government care will keep 
fools and their money from being parted. 

The laws that have been enacted to safeguard the investments of savings 
banks, insurance companies, and trust funds have frequently worked out 
badly. “Legal” investments can become worthless; sound bonds can become 
unsound investments. The standards approved by the lawmakers of one 
generation can become outmoded and unsuitable for the next generation, 
and their mere existence can lead to a false feeling of security. In fact, in- 
vestors cannot even rely on the integrity of their government. Millions of 
life insurance policy holders, who were protected by elaborate state ma- 
chinery, and even the depositors in postal savings banks who relied on the 
federal government’s guarantee, have recently had part of their savings 
confiscated through the debasement of the currency. That does not mean 
that nothing can be done to protect weak investors or to help them protect 
themselves. I believe that stockholders can be given more control over their 
directors and officers, either by a system of minority representation on the 
board or preferably by the creation of a second board resembling the Azf- 
ichtsrat of large corporations in Germany. And even if this method of ap- 
proach does not eliminate all evils, it may, none the less, do some good. 

A third possible approach to the problem may be referred to as pitiless 
publicity. This has its merits, but also its drawbacks. It is like exposure to 
the sunshine; in moderation it is pleasant and healthful, but in excess it 
causes pain and serious illness. It is not easy to draw the line between facts 
that the public is entitled to know and those that are useless or even harm- 
ful. A business man is not increasing the nation’s wealth while he is answer- 
ing detailed questionnaires sent to him by some governmental official who 
is trying to justify or magnify his office, or to please some politician who 
is trying to win votes by crucifying scapegoats. And even if the information 
required is useful for those who can understand it, how many investors are 
either able to do so or willing to try? Something may be accomplished 
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through education, but it is idle to suppose that a very large proportion of 
the public will ever be able to understand the complexities of financial 
statements. This much, however, can be done and should be done to protect 
the intelligent minority. Every corporation whose securities are listed og 
exchanges should be required to submit to an annual audit by a certified 
public accountant, and to publish its accounts in a form approved by the 
accounting profession. These accounts should be published annually, semi- 
annually, or quarterly, depending on the size of the corporation and the 
nature of its business. Absolute uniformity is not essential; neither are fre. 
quent reports by small corporations or corporations whose securities are 
not held by the public. Federal income tax reports of all companies should 
also be open to public inspection, including a statement of the total amount 
of remuneration received by the directors and by officers or employees te- 
ceiving over $10,000 

Tax returns usually yw the corporations’ income in as unfavorable a 
light as the corporations’ executives can contrive; thus they provide a de- 
sirable antidote to the statements that corporations make when trying to 
raise capital. I am inclined to think that no more information than this needs 
to be required by law in order to protect the investor in going concerns, and 
that that is all he can digest or will even attempt to swallow. After all, the 
chief factors determining the value of most corporations’ securities are not 
internal, but external. They depend on the state of general business, of their 
particular industry, and of the money market. And in every case the future is 
more important than the past 

We have discussed three possible approaches to the problem of invest- 
ment control; viz., prevention or punishment of fraud, protection of the 
weak, and publicity. There is another, which I consider far more worth 
while, because it would not only reduce the losses of investors and specu- 
lators, but would also tend to prevent or mitigate business depressions. This 
approach consists in trying to prevent the mistakes of imprudent investors 
and the enthusiasms of oversanguine promoters from causing distress and 
destruction to prudent investors and conservative business men; that is, we 
may attempt to limit the losses resulting from mistaken judgment to those 
whose judgment was mistaken. It seems to me that the best way of doing 
this is to provide that, so far as possible, all investments and speculative 
commitments should be made with the investor’s own money and not with 
money created by banks for the purpose. If all investments were bought 
out of the genuine earnings of individuals, there would be several benef- 
cial results. 

In the first place, the promoters would probably have to present better 
evidence of the merits of their proposed enterprises and possibly offer better 
terms to the investor. More emphasis would be laid on security and yield 
and less on liquidity or suitability for use as collateral. This would tend to 


pre 
dou 
com 
lavi 
lars 
divi 
S 
Era 
an 
that 
we 
pos 
the 
aid 
the 
wh 
Ea 
ma 
pri 
in 
wh 
pre 
rai 
bu 
pti 
to 
po 
be 
Al 
th 
an 
fr 
th 
W 
¢ 


Government Control of Investments 145 


prevent a repetition of the overrapid growth of certain industries which 
doubtless contributed to the present depression. It has been too easy for 
companies to expand by offering securities to a speculatively-minded public 
lavishly provided with bank funds; or by retaining in the business an over- 
large proportion of earnings, giving the stockholders promises instead of 
dividends. 

Secondly, the fact that investments could be made during the late “New 
Era’ without reducing current consumption of finished products caused 
an apparent increase in the effective demand for finished goods. Of course, 
that demand was further stimulated by the device of installment sales. So 
we have had a situation where business men were led to overestimate the 
possibilities of a continuing increased demand for their products and where 
they erected plants to satisfy a nonexistent or temporary demand with the 
aid of funds largely furnished in the last analysis by banks, while the banks 
themselves built up a vast sum of deposits repayable on demand against 
which they held collateral that could only be liquidated by sale in the market. 
Easy money resulted in an artificial stimulus to both demand and supply in 
many lines of industry and an artificial stimulus to bank loans and security 
prices. Conservative business men were injured by the competition of their 
less conservative rivals. Consumers who were naturally thrifty found them- 
selves compelled to buy automobiles, radios and electric refrigerators, etc., 
in order to avoid being looked down upon by their spendthrift neighbors 
who had no scruples about installment buying or the spending of paper 
profits. 

If they wished to buy a home they found that the price of real estate was 
raised so high by the ease of obtaining mortgage money that no one could 
buy a decent home without a heavy mortgage. And if they wished to buy 
securities they had to choose between sound bonds with a low yield or high- 
priced stocks bought not for yield, but for appreciation. If they succumbed 
to the lure of appreciation, it was logical and easy for them to borrow either, 
from brokers or from their own banks so as to get as much appreciation as 
possible. If something should happen to compel liquidation by a large num- 
ber of banks at once, a violent collapse of security values was inevitable. 
And since a vast body of debt had been built up in anticipation of higher 
security prices, this debt hung as a burden on the backs of the public for 
many years, reducing their purchasing power as well as their morale, and 
hereby reducing the volume of business and the incomes of all producers 
and investors whether or not they had been speculating on their own ac- 
count. 

But if the boom had not been financed by the banks, if it had been 
financed by means of the nation’s savings, it could not have gone so far and 
the collapse could not have been so violent, and the burden of the debt 
would not have been so hard to bear. 
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I realize fully what has been pointed out by many bankers and brokers 
that the losses to banks on brokers’ loans have been extremely slight, | 
might even be true that of all the banks’ assets, brokers’ loans have been 
the soundest in this depression, from the banks’ point of view. But this 
soundness was purchased at the expense of the public. They were sound be. 
cause the collateral behind them was ruthlessly sold, and such sales depressed 
the market and not only ruined many of the brokers’ customers, but con- 
tributed largely to the general business depression. 

It was widely recognized by economists in the years following 1907 that 
the surest way for a business enterprise to get into trouble is to borrow 
money repayable on demand or on short notice and invest the proceeds in 
such a way that they cannot be recalled on demand or equally short notice. 
The suspension of the gold standard by Great Britain in 1931 was mainly 
caused by the fact that British banks and investors had done precisely that 
on an immense scale, partly for the sake of profits and partly as an almost 
unavoidable consequence of the widespread adoption of the gold exchange 

ions, and the adoption by the British of the 
hybrid system of managed currency known as the bullion standard. 

The suspension of payments by our banking system in every one of our 
major crises was caused by the same dangerous practice. In 1837, 1857, 
1873, 1884, 1893, and 1907 banks were compelled by their depositors’ de- 


mands to try to liquidate assets that were not inherently liquid—assets that 
they had mistakenly assumed to be liquid because under normal conditions 
they could easily be sold—and as a result all of them were compelled to vio- 


late their contracts with depositors and to pay them with promises instead 
of cash. They were al mpelled to sell for whatever they would bring 
all of their assets for which a market could be found, and to force their 
debtors to do the same. As a result many banks failed, many of their debtors 
and depositors were ruined, and even non-borrowing and prudent business 
men and farmers and investors and wage earners had to suffer years of de- 
pression. Until the banks and the lawmakers who control the banks are 
fully cured of this pernicious obsession that marketability is an adequate 
substitute for real liquidity, we shall continue to have violent crises in the 
securities markets and probably also in general business. Unless this funda- 
mental error is corrected, investment will continue to be, as it has too often 
been in the past, not a means of preserving the investor's property and 
securing an income for the future, but a means of losing the investor's prop- 
erty and securing nothing but insecurity. The “abstinence” for which in- 
vestors are presumed to be rewarded under our system of private capitalism 
has too often become total and permanent abstinence, because our commet- 
cial bankers have departed from their proper functions and consciously ot 
unconsciously become mortgage bankers or bond salesmen, or even croupiers 
for the gambling games carried on in stock exchanges. 
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Just before the crash favorite stocks in the market were selling on a yield 
basis less than that of the highest grade bonds. Various compilations show 
the average yields of industrial “blue chips” to have been around 3 per 
cent; of public utility favorites around 2 per cent. In spite of these ridicu- 
lous yields, brokers and banks as a rule accepted them as collateral on the 
basis of their market price, with only the usual 25-35 per cent margin. Con- 
sequently the higher they went the more could be bought. This unhealthy 
state of affairs could be largely prevented, or at least moderated, by requir- 
ing collateral to be appraised with reference to its earning power or its cur- 
rent yield when such an appraisal is less than the market price. 

In the book, Stock Market Control, published by the Twentieth Century 
Fund, the suggestion was made that the maximum loan value of any stock 
should be ten times the average annual earnings applicable to that stock 
for the preceding five years. I believe that some such measure as this is de- 
sirable, although I would prefer to consider only the earnings of the pre- 
vious three years. Also such a restriction as this should not be so interpreted 
as to prevent the making of legitimate, self-liquidating commercial loans 
when the collateral is merely an extra precaution on the part of the banks. 

I am inclined to believe that it would be desirable in the course of a 
few years to eliminate margin trading entirely; that is, to prevent the public 
from borrowing from brokers, and to compel them to rely on banks, sub- 
ject to the restrictions just mentioned. 

The present requirements of the Stock Exchange Act are plainly intended 
to reduce the proportion of margin trading as prices rise, and to that extent 
are commendable. Perhaps they are good enough for the present, but they 
by no means represent the last word on the subject, for they are still based 
on prices rather than earning power. 

It has been frequently alleged that the tax on capital gains was partly 
responsible for the stock-market boom in 1929, because holders of stocks 
showing paper profits refused to sell, in order to avoid the tax, and thus 
reduced the supply of stocks in the market. I doubt if this was an important 
factor. If any one anticipated a decline in prices, that decline would not 
have to be very great to make it profitable for him to sell and pay his tax. 
A decline of 25 per cent would have completely offset the tax on capital 
gains, even for the wealthiest and most successful speculator, who bought 
his securities for nothing and sold them within two years. Most stockholders 
would have saved money by paying the tax even if they anticipated a decline 
of 6 per cent or less. Moreover, if a man had good reasons for not selling his 
stock he could have protected himself by selling other stocks short and 
would have received a good rate of interest on his credit balance by doing 
so. The truth of the matter seems to be that stockholders could not con- 
vince themselves that the market was going to turn down. They did not 
wish to believe it. And if the desire to avoid the capital gains tax did have 
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anything to do with the decision, it does not follow that the tax should be 
abolished, but only that it should be made less easy to avoid. One easy way 
to do this as far as speculative accounts are concerned would be to require 
all margin accounts with brokers and all collateral loans at banks to be 
paid off at stated intervals. I would suggest that margin accounts should 
be closed out once every three months and collateral loans at banks once 
every thirteen months. Such an arrangement would not seriously hinder the 
professional in-and-out trader who performs the useful function of making 
a continuous market for stocks. He could run margin accounts with several 
brokers, or borrow from a bank. But it would make every one reconsider his 
position at frequent intervals, and make it impossible for any one operat- 
ing with borrowed funds to persuade himself that he was a conservative 
investor. When such accounts were closed out there would usually be a sale 
of part of the stock, or all of it, and the capital gains would be realized and 
become taxable. 

There are some further steps that I believe should be taken to insure 
frequent realization of capital gains, if the capital gains tax is to remain 
part of our financial system. I believe that it should remain, provided capital 
losses are allowed as deductions from income, because, in my opinion, 
capital gains are as desirable a basis for taxation as any other kind of income, 
and to the extent that they represent speculative or purely chance income, 
even more desirable a basis 

Taxes on capital gains are as convenient to pay and as cheap to collect 


as the ordinary income tax. In the case of listed securities, they are easy to 
calculate, and they conform fairly well to the taxpayers’ ability to pay. At 
present they can be too easily avoided by refusal to realize profits. If the 
property is never sold, but passed on to one’s heirs, the gains are never real- 
ized and the tax is never paid, neither by the original owner nor by his suc- 
cessors. This could be prevented by requiring that when property is ap- 
praised for the inheritance tax or the gift tax, the excess over its cost to the 
decedent or donor should be regarded as a realized capital gain. Also, when- 
ever stock dividends are declared or exchanges of securities made, or more 
of the same securities bought, it would be easy and desirable to require each 
holder to report his gains in his next income return and pay the appropriate 
tax. If this had the effect of putting an end to stock dividends, that in itself 
would be a good thing. I make these suggestions, however, not only be- 
cause they would give the government an income in boom years from pet- 
sons well able to pay, but because I believe that they would probably, to 
some extent, moderate the excesses of the boom. If gains were realized piece- 
meal, as each individual paid his debts to brokers and banks, there would be 


less pyramiding of profits and less necessity for the whole body of stock- 
holders to rush to realize those gains or to cut their losses all at once. Panics 
like those of October and November, 1929, June, 1930, September, 1931, 


and J 
A 
of th 
tions 
expal 
justi 
overc 
tige. 
coun 
take 
shar 
{0 
more 
not 
ach 
am 
of t 
| cern 
nece 
sion 
tacl 
200 
glas 
iS | 
trueé 
tru 
the 
the 
ing 
of 
am 
it 
its 
wi 
shi 
the 
as 
dit 


Government Control of Investments 149 


and July, 1933, would be less likely to occur and less disastrous. 

Another evil that I believe can be reduced by appropriate modification 
of the tax system is the evil of excessive plowing-back of profits by corpora- 
ions. This practice has had several unfortunate results. It has caused an 
expansion of the producing capacity of many concerns beyond the point 
iustified by probable demand, either because directors and executives were 
overoptimistic or because they wished to increase their own power and pres- 
tige. It has caused an inflation of security values because the public dis- 
counted all of the future profits and more, and was too easily persuaded to 
tke a share in the expected future income of the corporation instead of a 
share in the actual current earnings. If corporations had been compelled 
to go to the market or to their own stockholders with a reasoned plea for 
more funds, it is likely that some of these unwarranted expansions could 
not have been financed, and in any case the stockholders would have had 
i chance to decide for themselves whether or not to place more eggs in the 
ame basket. They would have examined more closely the actual situation 
of their corporations, and not have been so easily persuaded that the con- 
cern must be doing well because it was expanding. It would have been 
necessary for the directors to convince investment bankers that the expan- 
sion was desirable. Even in the happy days when all bankers wore rose spec- 
tacles some propositions were too unsound to pass inspection, and there is 
good reason to believe that for some years to come bankers will wear clearer 
glasses. 

Experience has shown that in boom periods the future growth of earnings 
is greatly overestimated by business executives and speculators. That was 
true in the case of nearly all of the trusts formed before the War; it was 
true of nearly all of the “blue chips” of the ‘New Era.”” We must guard 
the public against excessive optimism. An easy way to do so would be to tax 
the undistributed earnings of corporations at a progressive rate, after allow- 
ing a reasonable amount for insurance and depreciation and obsolescence 
and perhaps 10 per cent more for possible errors in accounting. And it 
might be a good idea not to permit allowances for obsolescence in the case 
of companies having bonds or preferred stocks unless a corresponding 
amount of those bonds or preferred stocks are retired. On the other hand, 
it might be a good idea to let the corporation use as much as it wishes of 
its excess earnings to retire bonds or preferred stock, if the directors do not 
wish to expand. But if they do, they must give the stockholders their full 
share of the earnings and persuade them or the outside public to reinvest 
the desired amount. This would be a check not only on the directors’ op- 
timism, but also on their honesty. 

I have already suggested that the income tax returns might be published 
as a simple means of providing useful information for investors at no ad- 
ditional expense to the corporations. Simplicity and economy are very de- 
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sirable in all governmental activities. The control of investment and specu. 
lation through the control of bank credit and modifications of the tax laws 
is much simpler and more economical of administration than the attempt 
to control those matters by specific regulations of securities issues and 
market activities, and such control will, I believe, be more effective and les; 
burdensome to legitimate business. 

May I introduce an analogy here, from the field of public health? Mos. 
quitoes cause annoyance and spread disease. They may be attacked as crimi- 
nals, and slapped one by one as they bite or prepare to bite. This method js 
very ineffective. Or they may be kept out by screens. This is also unsatis. 
factory, for a small enough mesh to keep out all insects keeps out air and 
sunshine also, and the screens must be constantly painted and repaired. Or 
the swamp in which they breed may be drained. This is the most effective 
method of all. A prudent man might still have screens in his house and, of 
course, everyone would slap a mosquito, swamp or no swamp; but the 
drainage of breeding places is beyond all comparison the most important 
factor in mosquito control. I believe that the common law and statutes and 
postal regulations regarding fraud are analogous to slapping; the blue sky 
acts and Federal Securities Act are analogous to screening; and the with- 
drawal of bank credit from the securities market is analogous to the drain- 
ing of breeding places. 

For these reasons I hope that the tendency to minute supervision of the 
securities market by federal officials may be checked and even partly re- 
versed, and that future efforts may be directed to the end of preventing the 
commercial banks from being used as a medium for speculative or long- 
term investment, so that speculators shall be prevented from risking any- 
one’s money but their own, and investments shall be made only from the 
voluntary savings of genuine investors. 

By applying those principles, which have been advocated by classical 
economists since the days of Adam Smith but consistently neglected by 
bankers and politicians, I believe that future serious depressions can be 
avoided, except those that result directly from wars; and the capitalistic 
system of private initiative and price competition will be enabled to continue 
the wonderful work it has accomplished in the last hundred and fifty years 
in improving the welfare of the common man. 


A . r 


G 
Secu 
rule 
rules 
whi 
of 
secu 
eral 
and 
unr 
trat 

is t 
stat 
tio 
wh 
bor 
cor 
thr 
the 

Fi 

tr? 

re 
in 
1S 
th 
st 
Se 
0 
fi 
t 
f 

i 


DISCUSSION 


GroRGE C. MATHEWS: It is still too early to judge of the effects that the 
Securities Exchange Act of 1934 will produce. A great deal will depend on the 
rules and regulations which the Commission may adopt and very few of those 
rules and regulations have been adopted up to the present time. The regulations 
which have been so far adopted relate almost entirely to the matter of registration 
of exchanges, temporary registration of securities, and permanent registration of 
securities which had secured temporary registration. 

As to the Securities Act of 1933, the two chief criticisms which have been gen- 
erally made of that Act are, first, that the liability provisions are unreasonable 
and, second, that registration under the Act constitutes an unnecessary and 
unreasonable burden. 

As to the burden, the Commission has already made some modification of regis- 
tration requirements for established businesses. The purpose of this modification 
is to reduce the time and expense involved in the preparation of registration 
statements as far as that may be done without the elimination of such informa- 
tion as should be furnished relative to the issuer and as to the securities. Figures 
which have been generally quoted as to the cost of registration under the Secur- 
ities Act are erroneous in that they include in some cases costs of printing the 
bonds, recording trust deeds, and so forth, and in other cases the entire cost of 
corporate reorganization. Nevertheless, there is admittedly a very heavy burden 
thrown on going concerns in meeting the present registration requirements, and 
the Commission expects to have, during the month of January, 1935, new regula- 
tions promulgated for registration of issues of going concerns which will ma- 
terially decrease the cost of preparing the registration statement. 

The liability provisions of the Act have been criticized chiefly on two grounds. 
First, the criticism has been directed against the presumption of reliance on regis- 
tration statement and prospectus without the necessity of the party seeking to 
recover proving that he actually had read and relied upon the statements. People 
in general do not read the registration statements and the value of such statements 
is that they constitute a record available for the analyst and a representation by 
the issuer as to the material facts. By and large, the statements in the registration 
statement influence, if they do not completely determine, the price at which the 
security is to be offered to the public, and consequently anybody paying that price 
or approximately that price during the period of distribution or until later 
financial information is available has in practice relied upon the registration state- 
ment, even though he may not have read it. At the last session of Congress the 
Act was amended so that this reliance would not be presumed after a lapse of 
time during which the issuer had made generally available a financial statement 
for a full year subsequent to the registration. The theory involved here is that 
after such later financial information has been supplied the price of the security 
in the market will be determined largely by facts and conditions other than those 
set out in the registration statement. 

In practical effect, a requirement that the party seeking recovery should prove 
that he had read and relied upon either registration statement or prospectus would 
deprive him of all right of recovery. The average investor certainly will not read 
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the registration statement, and experience indicates that he does not, im fact, read 
the prospectus. Considerable criticism has been directed against the present te. 
quirements for a prospectus and the Commission has under consideration the 
modification of those requirements and a substantial reduction in the volume of 
information to be required in the prospectus. 

The second general criticism regarding the liability provisions of the Act js 
that if the party from whom recovery is sought seeks to limit his liability to some. 
thing less than that involved in full recision, he must assume the burden of proof 
of showing that only a part of the loss which it is sought to recover was due to 
the omission, the misstatement, or the misleading information furnished jn 
the registration statement. Here again the practicalities of the situation must be 
considered. Neither the average investor nor his attorney has the means of show. 
ing to what extent the loss which he has incurred has been due to the incorrect. 
ness of the registration statement. The parties from whom recovery is sought, in 
the vast majority of cases, are the only ones in a position to establish the facts in 
this connection. Here again if the burden of proof must be on the party suing, 
the right to recovery is practically annulled. 

Full disclosure and liability for failure to make full and adequate disclosure 
must go hand in hand if a law of the type of the Securities Act of 1933 is to be 
effective, and, if the liability provisions are modified as proposed by critics of the 
Act, with the result that the purchaser’s right to recover is virtually nullified, one 


of the two basic principles which are essential to the successful working of the 
Act will be destroyed. 

DEAN LANGMUIR: The subject of this meeting relates to the topic of invest- 
ment and the securities market in general; and the effect of taxation deserves, in 
my opinion, greater stress than has been indicated by the preceding speakers. 

Let us take a specific case: A resident of New York City pays federal, state, 
and city taxes of 69 per cent on all income over $100,000. This tax is assessed on 
the gains of each year, but capital losses in other years are not deductible. If an 
investment proves profitable, such an investor realizes, therefore, less than a 
third of the profit, but if in another year an investment proves to be unprofitable 


the loss is borne to the extent of 100 per cent. In order actually to make a profit 
of 100 per cent, it would be necessary for our hypothetical New York resident 
to double his money in three different years. Clearly, such taxation serves as 2 
tremendous damper on financing new ventures. Few can afford to play with dice 
so heavily loaded that the odds are three to one against the realization of a profit. 

Still worse, such taxation diverts investment from industrial enterprise into 
tax exempt government securities. In the case described, a 4 per cent municipal 
bond yields to the investor as much as a 12 per cent industrial bond, and from 
the social point of view it is highly undesirable that investment should be directed 
primarily into the purchase of government obligations. 

It is significant that both Mr. Tucker and Mr. Thomas agree that the most im- 
portant remedy for speculation lies in the control of credit, and it would be pos- 
sible to enter into a highly technical argument about some of their points, such 
as the effect of brokers’ loans on the credit structure, and of ample credit on the 
speculative boom. Everyone is agreed, however, that there was excessive specula- 


tion 
futu 
U 
resu 
psyc 
Jati¢ 
larg 
of 1 
mer 
at | 
wre 
I 
cha 
con 
ore 
nati 
lati 
Ne 
anc 
in 
mu 
off 
of 
anc 
ins 
isl: 
an 
be 
of 
int 
in 
0 
It 
0 
m 
is 

a 

a 


Government Control of Investments—Discussion 153 


tion and that some steps should be taken to control such speculative orgies in the 
future. 

Unfortunately, the Securities and Exchange Act was brought into being as a 
result of Congressional hearings which were in the nature of a prosecution. Public 
psychology at the time was inflamed against Wall Street and the resulting legis- 
lation was largely punitive in spirit. As a matter of fact, the stock market by and 
large is merely a mirror of the public’s psychology. The level of security prices 
of 1929 was not brought about by the manipulation of brokers. In the main, it 
merely reflected the optimism which then prevailed on the part of the population 
at large. To punish the stock exchange for the security prices of 1929 is like 
wrecking a camera because of dislike for a picture which the camera has taken. 

I suspect, however, that most of the weaknesses of the Securities and Ex- 
change Act are only temporary in nature. The regulation of the life insurance 
companies, inaugurated over a quarter of a century ago, furnishes an interesting 
precedent. That legislation also issued from a prosecution, and it was accompanied, 
naturally enough, by a great display of public vindictiveness. The resulting regu- 
lation of the life insurance companies was even more drastic than that of the 
New York Stock Exchange. There was a provision, for instance, that a life insur- 
ance company could not write more than a certain number of dollars of business 
in any given year in order that there might be avoided the evil of centering too 
much power in any one company. The pessimism of the life insurance company 
officials at that time as to what the future held forth was even greater than that 
of the Wall Street community today; yet the drastic provisions of the life insur- 
ance legislation were gradually alleviated, and in the subsequent thirty years life 
insurance companies have prospered even more than they had formerly. That leg- 
islation is now acknowledged by all to have been beneficial. Time is a great healer 
and the provisions of the present Securities and Exchange Act will undoubtedly 
be eradually improved and made practicable as the years go on. 

In the long run, such regulation will foster sound investment. The publication 
of more comprehensive and more accurate annual reports will greatly facilitate 
investment analysis, and the discouragement of pool activities, and of speculation 
in general, will tend to reduce the wide swings in security prices, so that securities 
can be bought safely on an investment basis. 

The worst feature of the Securities and Exchange Act has not yet come to light. 
It lies in the human element. Will it be possible to draw from private life a man 
of real ability to serve as one of a commission of five at a salary of $10,000 a year? 

We are fortunate at the present time in having a Commission composed of able 
men, but it is always easy to secure good men when a new government agency 
is established. The problem of securing able personnel will become more serious 
in later years, when the work becomes of a more routine nature and when the 
appointment, each year, of a new member of the Commission will arouse little or 
no public attention. 

The powers of the Securities and Exchange Commission are so tremendous 
that the members may be said not merely to control the stock exchanges but 
actually to operate them. So great is their power, that the success of the Securities 
and Exchange Act will ultimately depend on the caliber of the men selected to 
administer the Act, rather than on the provisions of the Act itself. 
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GEORGE W. Epwarps: My remarks will be addressed mainly to Dr, Tucker's 
excellent and informative paper. I find myself in full agreement with Dr. Tucker's 
comments on the Securities Act. His paper strikes at the fundamental Premises 
of this statute. In the first place, the Act seeks to prevent the issue of fraudulent 
securities, but as a matter of fact the amount of such fraudulent securities issued 
in the past has been relatively insignificant. On the other hand the volume of up. 
sound securities, that is, issues based on poor credit, has annually totaled many 


millions of dollars, but the Securities Act does little to check issues of unsound 


credit. 

A second premise of the Securities Act is the belief that the investor is pfo- 
tected if he is given a full and truthful statement of the financial position of a 
security at the time of its issue. An analysis of prospectuses issued in the past 
shows that many circulars clearly and truthfully stated the facts indicating the 
inherent weaknesses of the bonds and the inevitability of their default. 

These prospectuses did not include “an untrue statement of a material fact” 
or omit “to state a material fact necessary in order to make the statements not 
misleading.” It is doubtful whether any of these issues could be prevented or the 
issuers and bankers punished under the Securities Act in its present form. Yet all 
these issues brought heavy losses to the investor and such losses can be repeated 
in the future. It is thus clear that in his interests further protection is needed, for 
the investor is still the forgotten man of the New Deal. The Securities Act relies 
on publicity as the sole protection against loss, but even when the truth regarding 
an investment is given, the investor is unable to understand the significance of 
this information. The Securities Act fails to recognize the highly complicated 
nature of the modern investment system and the extreme technicality of security 
analysis. To meet this problem there should be developed definite minimum 
standards of investment quality for the various classes of bonds based on the 


experience of the past. Then at least the investor would know that, at the time 
of purchase, his bond was based on sound credit. 

There are a few statements in Dr. Tucker’s address concerning which I would 
make some qualifications. Dr. Tucker states that laws that were enacted to safe- 
guard the investments of savings banks and trust companies have frequently 
worked out badly. This statement is true but such legal bonds have shown a better 
investment experience throughout the depression than non-legal bonds. Dr. 
Tucker states that standards approved by lawmakers of one generation can be- 
come outmoded and unsuitable for the next generation. But these laws should be 
modernized in the light of our recent investment experience. 

In discussing the relation of commercial banking to the securities markets, Dr. 
Tucker suggests that the banks should go back to the principles which have been 
advocated by the classical economists since the days of Adam Smith. Since the 
days of the classical economists, there has been a complete change in the nature 
of our economic and financial system. During the close of the eighteenth and the 
beginning of the nineteenth centuries, even England was still in the stage of in- 
dustrial capitalism.1 The dominant form of business organization was the small 
individual or partnership, and capital was largely supplied by the entrepreneur 


* This term is best exp! 1 by Henri See in his Modern Capitalism (New York, Adelphi 
Company, 1928), p. 20 ilso E. Powell, The Evolution of the Money Market, p. 248. 
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himself. Bank credit was employed mainly to finance seasonal needs, and there- 
fore borrowers’ obligations could very well be of short maturity, for a commercial 
purpose, and self-liquidating in nature. During this period the stock exchange 
was still undeveloped, with a small security list and a limited volume of business. 

By the end of the nineteenth century the economic and financial structure in 
the more developed countries, as England, France, Germany, and the United 
States, had undergone an almost complete transformation. These countries had 
developed from industrial to what we may call “security” or stock-and-bond 
capitalism.? 

Today the dominant form of business organization is the large corporation 
which has been able through the issue of its securities to obtain its financial re- 
sources from the capital market, and has thereby decreased its reliance upon bank 
credit. Capital for large-scale industry is now supplied mainly by the security 
buyer, and so in this field investor capital has replaced entrepreneur capital. The 
stock exchange in turn has become well developed and has therefore provided a 
greater degree of shiftability or vendibility for securities. 
~ Under such conditions it is entirely natural that the function of so-called 
“commercial banking” has broadened. As a result in the United States and in 
other capital-accumulating countries it has been the inevitable tendency for com- 
mercial banking to possess not only commercial, but also investment assets in the 
form of direct security holdings and security loans. This application of bank 
credit in the security market, however, has led to many abuses. It facilitated specu- 
lation, and overanticipated real savings by providing the public too liberally with 
the means of purchasing securities. These evils have to a large extent been cor- 
rected by both the Securities Exchange Act and the Banking Act of 1933. 

The evolution from industrial to security capitalism has brought many economic 
benefits to society. At the same time this evolution has created many serious prob- 
lems, such as corporate irresponsibility, overcapitalization, and financial instability. 

The question which confronts society today is whether security capitalism has 
reached its stage of full development and is now on the decline with ever widen- 
ing variations in security values and consequently more drastic swings of uncon- 
trolled booms and depressions, or whether it is still possible to develop security 
capitalism to a higher stage with further gains for individual wealth and social 


welfare. 

*For the use of this expression see Robert Liefman, Beteiligunegs-und Financzieningsgesell- 
wchaften. The expression a capitalism” is preferable to ‘‘finance capitalism” as used 
by Rudolf Hilferding, Das Finanzkapital (Jena, 1910) or by Nikolai Lenin in his Imperialism, 
the Last Stage of Modern Capitalism. The word “‘finance capitalism” implies both commercial 
and investment operations and so has too broad a connotation. The term “investment capita- 
lism” could also be used, but this term is also too broad, since investment operations may 
be undertaken without as well as with the employment of securities. Security capitalism may 
be defined as the system by which the savings of capitalists are converted into investments by 
investment bankers who buy and sell stocks and bonds for the purpose of financing the under- 
takings of corporations and governments. 


MONETARY STABILIZATION FROM AN INTERNATIONAL 
POINT OF VIEW 


By JOHN H. WILLIAMS 
Harvard University 


I 


Since 1914 the world has had two breakdowns of the international gold 
standard. The cause of the first was a general rise of prices, and of the 
second a general fall. That such world-wide movements of prices can occur 
under the gold standard is the principal indictment to be made against it. 
They destroy the fundamental assumption underlying that standard and by 
so doing undermine the standard itself. 

The gold standard concept of monetary stability is something more than 
fixity of exchanges secured through defining currencies as fixed weights of 
gold. This in itself is merely a device; its justification, if it has any, is found 
in the assumption of stability of gold. Stated in terms of prices, what the 
gold standard assumes is stability of the entire composite of prices of which 
national price levels are the individual items. Whenever this condition is 
seriously violated, the old familiar conception of offsetting and counter- 
balancing price changes in particular countries, mutually correcting each 
other through gold flow, must be abandoned. These corrective changes be- 
come swallowed up in the disequilibrating effects of the common one- 
directional movement. That the gold standard has not been able to prevent 
world-wide booms and depressions is the chief reason for the growth of 
hostility against it 

It is not easy to weigh accurately and with proper emphasis the various 
explanations which can be offered for this fundamental defect of the in- 
ternational gold standard. A very familiar one is changes in the world sup- 
ply of gold. A large gold discovery will raise prices in the producing coun- 
try, and then, through fixed exchanges and gold flow, throughout the 
world. Exhaustion of gold production, even in the relative sense of a failure 
to keep pace with the growth of trade, will produce a general fall of prices. 
But these changes are apt, particularly as the total world monetary stock 
\ becomes large in relation to the annual output, to produce a gradual or 
*secular effect upon world prices rather than an abrupt and cataclysmic 
change. If their effects are spread over a generation, as was the case before 
the War, so many other factors come in—such as changes in the extent of 
the gold standard area, economies in the monetary use of gold, changes in 
the technique of production affecting the physical growth of trade—that it 
is not easy to trace the connection between gold supply, money in circula- 
tion, and prices; and in particular to explain in these terms the cyclical 
movements of world prices about the longer-time trend. 

In any event, such an explanation does not fit a war-time rise of prices, 
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which is due not to redundancy of gold but to the fact that war always sub- 
jects a country’s gold reserves to simultaneous two-way pressure. The 
overnment enters the market both at home and abroad with a large 
new demand for goods, financed mainly by new money. Purchases from 
abroad induce gold outflow, but domestic credit continues to expand and 
prices rise. The price rise has nothing to do with gold supply except that, 
as an effect, gold reserves prove inadequate. If enough countries are involved 
in the war the price rise and the gold standard collapse become general. 

This was the case during the last war. The world, recognizing the 
extraordinary nature of war, which overrides all peace-time arrangements, 
proceeded after a period to re-establish the international standard. It now 
finds the second failure far more disconcerting than the first. The simplest 
explanation that can be offered of this second collapse of the gold standard 
has the merit of proceeding directly out of the explanation of the first. 
If the war let loose such an expansion of credit and such a rise of prices 
that the world’s gold reserves could not sustain them, was it not inevitable 
that any attempt to restore the standard would fail until either such time 
as world prices had fallen to the pre-war level or currencies had been 
sufficiently devalued in terms of gold? 

I wish I could believe that the explanation is as simple as this; for 
if it were, the world might now pick itself up and proceed afresh, in full 
confidence that the necessary adjustments have been made. Prices have 
fallen during this depression even below the pre-War level, and the process 
of currency devaluation or depreciation has gone round the world. I am 
not primarily interested at this late date in ascertaining whether the world’s 
gold supply, say in 1928, was insufficient to sustain the price level which 
then existed. Such statistical evidence as I have seen seems to me inconclusive 
and the reasoning with which it is supported unduly simple. How can one 
allow in such comparisons for such major changes as the establishment 
of the Federal Reserve system, the withdrawal of gold from circulation, 
which before the War was one-third of the total gold monetary stock, 
the adoption of the gold bullion standard in England, and the sweeping 
change in her system of note issue; and above all, for the fact that except 
for England none of the major countries which readopted the gold standard 
did so except after a drastic revaluation of its currency? That France, for 
example, devalued her currency almost four-fifths, and then was able to 
obtain a far greater share of the world’s gold than the unduly large share 
which she had had before the War, giving her 100 per cent gold coverage 
for her notes in circulation, surely accomplished nothing toward relieving 
a world gold shortage. Similarly, it is difficult to see how our own devalua- 
tion, which has resulted in gold imports during the past year of over one 
billion dollars into our already redundant stocks has done anything to 
telieve the scarcity. The irony of it is that the world has by this process | 
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completed a full circle, and that the gold standard is now once mote under 


ma 
serious pressure in France and the continental gold bloc. So far as a general wh 
devaluation was necessary or could be helpful to relieve gold scarcity it dis 
should have been brought about by common action. sef 
* The problem has been primarily one of relative exchange rates. The me 
War, in addition to producing a collapse of the gold standard, produced ne 
such sweeping and unequal changes in the international relations of the thi 
various countries that the pre-War exchange rate structure was rendered th 
meaningless. Thereafter the individual countries, acting each for itself int 
and in response to its own special circumstances and prejudices, and not ti 
at all in accordance with any concerted view of their common necessities, T 
were unable to discover any new equilibrium of rate relationships. In gi 
a case of this kind, where the action of every country becomes at once hi 
effect and cause of the action of others, and countries are unequal to the tr 
task of finding ground for common action, the process degenerates into re 
purely defensive action, in which each nation, not merely through currency 
depreciation but through a general policy of trade restriction, endeavors a 
to improve its position at the expense of others, or to cut itself off so far 
as possible from external entanglements. It is in this atmosphere that a 


strong preference has developed in many minds for the ideal of internal 
monetary stability. 

That exchange rate disequilibrium could create such general world dis- 
order is due fundamentally to the inflexibility of the modern economic 
structure. It is unnecessary to review in any detail the familiar complaints 
which have played so prominent a part in the discussions of the past decade: 
the rigidity of British costs, the insensitivity of the French and our own 
price levels to gold inflow prior to the depression, the disastrous effects 
upon the young countries during the depression of the combination of 
inelastic world demand for their agricultural exports and their fixed con- 
tractual foreign debt service. Without renewing familiar controversies as 
to the merits of particular complaints, the broad conclusion seems warranted 
that rigidities of this nature, if sufficient relative to the magnitude of forces 
making for international disturbance, can become themselves a cause of 
general gold standard collapse. 


II 


From this it is an easy and tempting step to the view that internal 
stability must be protected from external shocks and strains operating 
through fixed exchange rates and gold flow. But this alternative likewise 
presents difficulties. Carried to its logical conclusion, internal monetary 
stability requires the assumption (among others) of a closed economy. 
Much of the significant new work in monetary theory has involved this 
assumption, and one cannot resist altogether the suspicion that the fact that 
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many a neatly spun analysis promptly falls to pieces upon the creator's hands 
when this assumption is removed, has had some tendency to create a pre- 
disposition in its favor. But surely we are still a long way from taking 
seriously the ideal of a world comprised of self-sufficient states. The argu- 
ment that with the spread of productive technique nations become more 
neatly uniform both as to kinds of output and as to skill, with the result 
that the need for international trade disappears, offers cold comfort to 
the long list of countries and industries still primarily dependent upon 
international trade, and is directly contradicted by the fact that in normal 
times the industrially developed nations are each other's best customers. 
This view is an illusion of the depression, rather than a cure for it, or a 
guide for the future. More than any previous depression in the world’s 
history, the present one is characterized by a decline of world output and 
trade; and it seems equally clear that recovery will come only with the 
recovery of world output and trade. 

Admitting that international trade must continue and be revived, the 
aim of internal monetary stability is frequently described as combining 
national monetary autonomy with a system of flexible or managed exchanges, 
with a view to maintaining stability of national price levels. This is a 
more moderate, and may be for some countries a more practicable, aim, 
but it still presents difficulties as a general solution. Not the least difficulty 
is what it means. It may mean, as appears to have been the case in Sweden, 
a stable average of falling domestic and rising import prices. Whether 
this combination makes for national economic stability or instability cannot 
be answered apart from the circumstances of the particular case; but one 
could easily imagine in our own case, and more particularly in the case 
of the young agricultural countries, such a combination’s giving rise to all 
the complaints about the disparity between agricultural and industrial prices 
which have played so large a part in this depression. 

In the current depression, currency depreciation has been resorted to by 
most nations, not as a part of any deliberate plan, but because there was ~ 
no alternative. Under conditions of world-wide deflation, currency deprecia- 
tion may appear to be the only way to break the vicious circle. But the 
depression has also taught us how uncertainly and unevenly it operates. | 
It is a one-sided process which operates not directly on the general price 
level but through export and import prices. How much effect it will have 
depends on the relative importance for a country of its foreign and domestic 
trade. Our own experiment last year with the gold purchase policy had 
virtually no effect upon our general price level. Much depends, too, upon 
whether the depreciation is confined to a few nations or is general. In any 
general policy of depreciation, the price effects, which are in their nature 
relative, are largely nullified. England’s experience in the fall of 1931, 
moreover, made it clear that when a world trading center depreciates its 
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currency there is a depressing effect upon prices and trade in other nati 
which, from the standpoint of the whole situation, must be regarded 
a serious offset to any temporary constructive effects at home. In this cop. 
nection, the slow dragging deflation in France and the gold bloc whi 
has followed our own devaluation should not be overlooked. 

The experiences of the South American countries which I visited lay 
summer throw some further interesting light upon the value of fluctuatin 
currencies as an economic stabilizer. In the first two years of the depression 
Argentina, Brazil, and Chile resorted first to gold flow, in some case 
exhausting their entire stock, and then to currency depreciation. They found 
both futile, and for the same reason. Neither device could offset the effects 
upon their balance-of-payments position of the fall in the foreign prices 
of their products. They discovered also that in the case of agricultural 
products subject to inelastic demand conditions, if the exporting country 
supplies an important fraction of the total coming upon the market, as is 
true of all these countries, any considerable stimulation of exports through 
exchange depreciation itself contributes to break world prices further, 
They were forced finally to resort to exchange control and to deliberate 
adjustments of the trade and capital items of their balances of payment. 
But even this was a stop-gap device, which brought other problems in its 
train, including in particular special pressures and retaliations from abroad 
in the form of quotas, compensation treaties, blocked exchanges, and the 
like. The experiences of such countries indicate strikingly their dependence 
upon trade and monetary conditions in the outside world. Any theory 
of equal, mutual interaction of countries on each other appears to have 
little application. Their experiences indicate also that any benefit to such 
countries from currency depreciation, after outside prices had ceased to 
fall, is dependent upon their ability to maintain a gap between external 
prices and internal costs. The criterion of stability of a general average 
price level including both external and internal prices would entirely muss 
the point. In each of these countries this distinction is clearly recognized. 
Not only have they sought to prevent external depreciation of their cur- 
rencies from bringing on an internal inflation, but they have successfully 
pursued a policy of reducing internal costs. Their behavior is in marked 
contrast with our own devaluation, which was undertaken for the express 
purpose of raising the general price level. 

If the great powers should all embark upon the experiment of managing 
their exchanges with a view to protecting their internal price levels, the 
experiment might easily develop into further competitive economic warfare. 
Currency variation is a far readier and a more destructive weapon fot 
such a purpose than protective tariffs or even quotas. Nations would in- 
evitably be more prompt to lower their currencies than to raise them. 
* Action taken by one country would precipitate defensive action by the 

others. That such a process should occur under conditions of world-wide 
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deflation is understandable and perhaps inevitable. But any proposal that 


rded it should be deliberately adopted as a permanent policy requires at least 
nis con. (a that We consider carefully, in the light of its obvious dangers, alternative 


lines of action. 
Ill 


ted las All in all, so far as recent experience goes, there would appear to be 
tuating JB as many uncertainties in flexible exchanges as in fixed exchange and gold 
ression JE fow as instruments for achieving and preserving monetary stability. It 


may well be that there is no simple or single answer. In so heterogeneous 
a world as this no one type of solution may be equally necessary or ap- 


+ effects HR propriate for all countries. What chiefly matters is the policy to be pursued 
1 prices HB by the leading countries, for in an economic sense it is less true to say that 
cultural HB the world consists of some sixty autonomous states than that it consists 


country of a few key countries and their economic spheres. 

t, as is From this point of view the dilemma between the aims of external and 
hrough (i internal monetary stability appears much less clear-cut than it does abstractly. 
urther, Hi Gold standard operation before the War was not a matter of a mutual 
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balance between a large number of co-equal countries, all responding 
equally, quickly and semiautomatically to gold flows between them. It 
rested primarily upon a world organization of trade and credit about London 
as a center. It was an organization which assigned to England an active 
rile of control and to other nations a rdle of passive response to that control. 
England was on the gold standard and the rest of the world was on the 
sterling standard. In like manner, the monetary problem for the future 
involves not so much a choice between internal and external money man- 
agement as it does the question of what form of world organization of 
trade and credit is to be evolved to meet the new conditions of the post- 
War world. In the past three years it has been demonstrated that for a 
considerable group of countries whose relations with England are close it 


ly miss still is more important to be within the sterling area than to be on gold. 
nized, If we start by recognizing the fact that the economic activities of the 
it cur- Hi United States and England combined constitute some 60 per cent of total 
ssfully world activity, and if we add to this fact consideration of their influence 
narked as centers of world trade and finance, is it not clear that they are likely 
xpress to be the spearhead of general economic change? From this point of view, 
is it not clear that the monetary question will be mainly one not of impact 
raging through the gold standard of external forces upon internal monetary stability 
Is, the in the central dominating countries, but rather the reverse? If the United 
arfare. States and England can preserve monetary stability at home, fixed exchanges 
yn for and gold flow would provide a means of imparting to the rest of the 
ld in- world stabilizing influences developed, maintained, and controlled through 
them. money management in the center countries. Under such conditions, the 
yy the foreign exchange problem would boil down in the main to the question 
1-wide of the dollar-sterling rate relationship. Some community of action in mone- 


found 
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tary and in general economic policy as between these two countries would 
clearly be involved. Such a program, if embarked upon today, woul 
resolve the uncertainties both of the continental gold bloc and of th 
South American countries, whose principal reason, after their trade recovery 
of the past year, for delaying the termination of exchange controls and 
returning to the gold standard is their uncertainty about the future of the 
dollar and the pound. 

This program, however, would not mean the permanent rejection of 
flexible exchanges. They might still be useful upon occasion, especially 
to the young countries, which have little or no machinery for internal 
monetary control, and which by reason of the great relative importance of 
their foreign trade would receive most benefit from alterations of exchan 
rates in their favor; while at the same time the depressive effects of the 
policy upon the rest of the world would be least by reason of the small 
relative importance of such countries in the general world economy. But 
effective monetary control in the central countries would moderate and 


perhaps obviate any need for resorting to what is at all times a risky and bc 
provocative device. S« a: the question of providing for exchange HM ap 
flexibility might continue to arise as between the central countries them- 7 ,, 
selves, though in most conditions and assuming reasonably co-operative pt 
credit policies, the n od would probably arise infrequently. The necessity Hi 
could probably be much reduced by strengthening and improving their gold i ,, 


standard position. In the United States, with its eight billions of gold, 


there is no apparent need of any strengthening, but the important question P 
is “free” gold. A model gold standard, under modern conditions of central " 
banking, should use gold exclusively to protect its exchange rate; and gold a 
movements should be confined to central banks. It seems clear also that s 
we need some safeguards against excesses of international capital move- . 


ments, which both before and since the War have been one of the most 
fertile causes of world depressions. 

Since the War, gold movements have been dominated to far too great 
an extent by movements of short-term capital between the principal money 
markets. But this was largely a phase of the general disorder and uncertainty, 
unlikely soon to be repeated on a comparable scale. The best defense against 
it is an adequate reserve of free gold, coupled with an accurate knowledge 
of the size and composition of these funds, and if necessary, with direct 
central bank control of their movements. 

This leaves internal monetary control in the central countries by far the 
greater problem. Upon it would depend the success of both the internal 
program and the external. But we must recognize that internal management 
is a field still largely unexplored and that we come to it with, after all, but 
a short record of ex <perience, confined practically entirely to the post-War 
period. And so far the record is not very satisfactory. Protected by its large 
gold reserves, the United States has been fairly free, and indeed sometimes 
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forced, to experiment with other criteria of monetary policy; and whether 
in spite of that fact or because of it, we have had, all in all, the widest 
swings. One conspicuous recent instance of a failure to preserve domestic 
monetary stability, which had serious international repercussions, was our 
sock market boom, which absorbed funds from abroad and by so doing 
helped precipitate the depression. 

There is as yet no general agreement as to whether internal management 
can be accomplished most satisfactorily by monetary measures of control, 
or whether it is primarily a non-monetary problem requiring conscious and 
deliberate adjustments of prices to each other, interest rate adjustments, 
physical output adjustments, and the like. And if the control should 

rimarily be monetary, what should be the criteria? Is it primarily a matter 
of stabilizing prices, or of stabilizing and adjusting the component parts 
of the national income, or of stabilizing production or employment? If 
we take prices, there is the question of what prices should be stabilized. 
It has been noted by various economists that there occurs over a period of 
time a fanwise spread of different categories of prices, such that, for ex- 
ample, if we stabilize wholesale prices, money wages must rise, or if 
we stabilize with reference to a cost of living index or an index of all 
prices, wholesale prices must fall. What are the proper and necessary 
relations between prices of consumers’ goods and prices of capital goods, 
or between prices of commodities and prices of securities, or between the 
prices of industrial goods and of agricultural goods? 

Is it all a question of equating the market rate of iriterest and the 
“natural” rate, as a means of equating saving and investment? And how 
is this to be accomplished? Should we attempt a conscious manipulation of 
interest rates or prices through changes in the quantity of money? Should 
we aim at that “neutral” money which is said to enable interest rates and 
prices to effect their own adjustments? Should we pursue the “shotgun” 
method of credit control through a general supervision over its price 
and total quantity; or should we, and can we, deliberately ration its use 
in particular directions to correct particular ills? In how far, and under 
what conditions, and by what means should central bank control of credit 
be supplemented by governmental action? I have come increasingly to 
believe that so rigid an economic structure as we now have requires con- 
scious and if necessary forceful adjustment of some of the important sticky 
price and cost elements, particularly the prices of the heavy, cartellized 
goods, and wage and interest costs. The Australian experience indicates 
how successfully such a policy can be combined with a monetary policy to 
bring recovery from depression. 

Instead of a dilemma as between the gold standard and internal monetary 
control, the real dilemma is presented by the complexities of the problem 
of internal control; and upon our success with this will depend funda- 
mentally the success of the gold standard as well. 
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MONETARY STABILIZATION FROM A NATIONAL 
POINT OF VIEW 


By LIONEL D. EDIE 
Edie-Davidson, Inc., New York City 


From a national point of view the elements of the stabilization problem 
are the domestic price level, the domestic debt burden, the fiscal policy 
of the federal government, the domestic banking structure, and the ip. 
ternal relationships between groups of costs and prices. 

As a method of approach to the problem there is some advantage in 
making a comparative analysis of the domestic stabilization policies em. 
ployed by Great Britain and the United States. In many respects these 
domestic policies are similar, but in certain fundamental respects they are 
strikingly different. Where they are different the American government 
has obviously attempted to qualify and adapt general principles of economic 
policy to the peculiar necessities of the situation in the United States, In 
general these American policies have been better suited to the needs and 
requirements of our particular economic situation than would have been 
a rigid imitation of British stabilization policies. 

In coping with the domestic problem the British government has had 
the advantage of a relatively stable public psychology and of a relatively 
calm viewpoint on financial problems by British bankers and British econo- 
mists. Unable to enjoy the benefit of a similar domestic public opinion 
the American government made the concession of refixing the price of 
gold within less than a year of the date when the gold standard was 
abandoned. \This gave the superficial appearance of a restabilization of 
the dollar. But probably few financial authorities who have given the matter 
careful thought make any such easy assumption. ‘The United States, operat- 
ing under this fixed price for gold, has served /as a dumping ground for 
the excess gold of « ther nations. Unless this great tide of gold imports, 
already in excess of one billion dollars, shows signs of abatement in the 
future, the continuation of the price of $35.00 an ounce for gold would 
be in serious doubt. However, in spite of the sharp difference between 
British and American policy with respect to hasty refixation of the price of 
gold the domestic policies of the two countries have had more in common 
than is ordinarily realized. Some of the more important similarities of 
approach to domestic stabilization by the two countries are as follows: 


1. Both countries have a stabilization fund to protect their foreign ex- 
change rates from excessive short-term fluctuations. 

2. Both countries have made the Treasury dominant over the central 
bank organization 

3. Both countries have enforced policies of very cheap money. 
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Both countries have pursued the objective of huge refunding opera- 
tions in the government debt. 


_ Both countries have postponed indefinitely the utilization of the profit 


on gold devaluation for the purpose of reduction of the national 
debt. 


. Both countries have recognized that the burden of unemployment 


relief is a social cost. 


. Both countries have been nationalistic in their attitude toward agricul- 


ture and toward protective tariffs. 


_ Both countries have withheld gold coin from general public cir- 


culation. 


These similarities are striking but they are not as striking as the differences 
which prevail with respect to other phases of domestic stabilization. These 
sharp differences elsewhere are mainly an outgrowth of the fact that the 
fundamental economic situation in the United States is different. Let us 
consider first these fundamentals and then proceed to the differences of 
treatment: 


1. 


6. 


The United States remained on the gold standard about a year and a 
half longer than Great Britain and suffered much more acute ravages 
of deflation. 


. The British banking system had practically no failures, whereas the 


American system suffered the failure of about ten thousand banks. 


. The British banks had a negligible contraction of their deposit cur- 


rency, whereas the American system suffered a contraction of about 
18 billion dollars of demand and time deposits of commercial banks. 


. The British domestic debt burden was primarily in the form of na- 


tional debt, whereas the American was primarily in the form of priv- 
ate and municipal debt. 


. The British depression was not preceded by a sharp boom in con- 


struction, whereas the American was preceded by one of the most vio- 
lent of such booms in the country’s history. 
Domestic agriculture is relatively unimportant in the British economy 


but is extremely important, politically as well as economically, in the 
American economy. 


7. The British economy has been adjusting itself for two decades or more 


to a heavy burden of unemployment and old age relief, whereas the 
American economy has had the problem thrust-upon it abruptly and 
as an acute emergency. 


Obviously these are fundamental contrasts in the whole setting of the 
problem of domestic stabilization. Many of the differences in national policy 
are a logical and natural outgrowth of these fundamental contrasts in the 


5 
2 
5 


166 American Economic Association 


essence .of the internal economic situation in the two countries. This j 
important because too often have the policy differences been ascribed 
mere mental perversities. 

We come now to a consideration of the differences in national polig 
which have bearing on domestic stabilization. 

1. The American policy of inflation stands in contrast with the Britis, 
policy of non-inflation. British domestic prices have had only about; 
10 per cent rise. This rise corresponds closely with the increased tarig 
duties levied on British imports by a policy of protectionism. America 
domestic prices at wholesale have risen about 30 per cent and raw m 
terial prices by more than 70 per cent. But this American rise is not 4 
independent a movement as may appear on the surface. It merely bring 
American domestic prices back to the same ratio to British prices as pte 
vailed during the six months before Great Britain abandoned the gold 
standard. In other words, we have merely lifted the domestic price lev¢d 
back to the level of the sterling area as of early 1931. In spite of all th 
effort at inflation, the Administration has merely brought dollar price 
to the level of sterling prices before either country left gold. 

This puts American prices less than halfway back to 1926. The ida 
has grown up that the objective is all the way back to 1926. However, 
there is no official commitment to such an objective. The official commit 
ment is merely to lift the domestic price level to a point where the country 
debt burden can be serviced and then to try to stabilize at that level. 

There is grave doubt whether it is necessary to advance the domestic 
price level to anything like the 1926 point in order to make the county 
solvent so far as all reasonably justifiable debt is concerned. There is nothing 
sacred about the 1926 price level. There is nothing sacred about a sub 
stantial proportion of the debts created at that price level. 

A strong case can be made out for the proposition that a domestic pric 
level halfway back to 1926 is adequate to take care of the legitimate debs 
of the United States. We are already within 5 to 10 per cent of that half 
way point. We do not need any substantial further inflation in order to 
be solvent. 

Not only do we not need it, but also we should invite new trouble if 
we were to go all the way. We should bring about further violent distor 
tions of the internal structure of the price level. We should incite a new 
speculative mania, which would be followed by crisis and collapse. 

We are already near the point where the attempt to hold the price lev 
steady should begin. We are near the point where the Administration 
should seek to achieve domestic stabilization of the purchasing power of 
the dollar. The purpose of the price-raising program has been served. Thi 
purpose was unique to the United States because this country’s debt burda 
was unique in magnitude and character. To go further on an_ inflation 
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program would be to add new bad debt to old. The time is near at hand 
) stop, and if we in this country accept this conclusion, we shall find our 
price level practically at equilibrium with the British level as of the days 
prior to abandonment of the gold standard. Thus, by a wholly different 
program, we shall have arrived at substantially the same goal as prevails in 
the sterling area. 

For the United States to have pursued a strictly non-inflationary policy 
would have meant a freezing of the American price level radically below 
the sterling level and at a point which would have involved intolerable 
social consequences resulting from wholesale bankruptcy under our par- 
ticular type of debt burden. Where the American policy is open to criticism 
is its method of presentation of its case to the public. This method has 
been such as unnecessarily to inflame and frighten public opinion about 
wild, uncontrollable inflation. 

2. A second major antithesis between British and American domestic 
policy has been fiscal policy. The unbalanced budget has given rise to 
endless dispute in this country. A campaign of fear of wild inflation has 
been waged around the problems of the national deficit. I share the general 
dislike of a deficit program and do not desire to seem to condone many 
aspects of our recent budget policy. Nevertheless, I must confess that the 
problem is not nearly as simple and easy as most of the orthodox authorities 
regard it. Under all the circumstances prevailing, I believe an unbalanced 
budget has been unavoidable. I would go one step further and state that, 
in light of our fundamental requirements, an unbalanced budget has prob- 
ably been a sounder policy than a strict imitation of British fiscal policy 
would have been. This is not an endorsement of an indefinite continuation 
of an unbalanced budget or of imprudent public spending. 

First of all, the deficit has been spent mainly for relief. Since our insti- 
tutions had not been previously prepared to meet a huge relief burden and 
since for social reasons the burden could not be evaded, the federal govern- 
ment has been compelled to meet it on an emergency basis. Of course, 
this method of treatment need not and should not continue indefinitely. 
More permanent and orderly methods of handling relief will probably be 
established and in this respect we shall be merely catching up with principles 
established some time ago in the British economy. While this transition 
is occurring, an emergency unbalanced budget can be defended as a means 
of bridging the gap. This does not mean thaf©some of the abuses and 
extravagances of our emergency relief are to be defended. 

Secondly, the unbalanced budget has had a definite bearing upon our 
domestic program of price raising and debt alleviation. It is difficult to 
see how the American price level could have been lifted halfway back 
to 1926 and brought into line with sterling prices without an unbalanced 
budget. After having witnessed a destruction of 18 billion dollars of the 
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deposit currency of the country, we have seen a restoration of less thay 
one-third of this wiped-out medium of exchange. Another year of deficit 
would mean a restoration of only one-half the previous loss, and would 
still leave our deposit currency much lower, relative to pre-deflation levels 
than that of the British banking system. 


It might be argued that we should have waited for a natural expansion 
of bank credit in the form of commercial loans to private borrowers, Ip 
fact, both the Republican and the Democratic administrations have sought 


to promote or to force a credit expansion of such a type but their efforts 
have largely failed. At present Washington officials are committed to the 
hypothesis that commercial loan expansion is urgently necessary as a pte- 
requisite to business recovery. I must say that this hypothesis seems to me 
to be quite wrong. In Great Britain commercial advances of the joint stock 
banks are lower than two years ago but the business index is back to 1928-29 
levels. British recovery has not been financed by bank credit expansion in 
the form of commercial loans. No more is it necessary or likely that a 
marked expansion of commercial loans will take place here. The peak of 
commercial loans in this country was reached about 1926, and the trend 
was downward almost steadily thereafter. It would have been even more 
sharply downward had the banks not gone in for capital loans to copper 
companies, moving picture companies, and foreign countries, loans of a 
type which they had no right to make. They have burned their hands badly 


on these loans and have learned a lesson which they are not likely to forget 
for another ten years. Consequently, the big commercial banks are today, 
and are likely to continue for some time to be, mainly a form of glorified 
investment trust holding a portfolio of government bonds and notes as 
their chief assets. 

Under these conditions, if there was to be any restoration at all of deposit 


currency, it had to take place as a result of an unbalanced budget. 

A third feature of the unbalanced budget is its relation to the problem 
of the capital goods industries. British recovery has been built upon housing 
and certain other branches of the capital goods industries. But it should 
be remembered that this was possible in Great Britain because in that 
country there had been no great construction boom since pre-War days. In 
the United States such a boom had occurred in the decade of the twenties and 
a long period of correction and liquidation of real estate excesses was mote 
or less unavoidable. Mr. Hoover had tried to arrest the decline in 1930 and 
had failed. Mr. Roosevelt had tried to prime the pump in 1933-34 and 
had failed. The capital goods recovery could not be pushed. 

The spending program of the government has provided a temporary eco- 
nomic equivalent for a capital goods recovery. Probably this equivalent will 
have to be continued until capital goods recovery does take place along old- 
fashioned lines. 
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As a safeguard to these remarks, I ought to make clear what I have not 
said. 1 have not condoned the abuses of relief allocation or the excesses of 
wage rates allowed in work relief. I have not advocated an unlimited deficit 
ora reckless piling up of national debt. 

3, A third point of contrast between British and American domestic 
policies affecting stabilization is the program of internal readjustments be- 
tween groups of prices and costs. The American program has sought to 
restore the balance between farm prices and industrial prices through AAA. 
Probably thus far the main forces responsible for the increase in farm 
prices are the devaluation of the dollar and the drought of 1934. In other 
words, they are forces which have little to do with the crop restriction 
programs of the AAA. However, in the future the regulatory devices of 
AAA may become more important, and in any event, it seems likely that 
unless natural forces come into play to maintain improved farm prices 
the regulatory forces of AAA will be applied for that purpose. However, 
one feature of this farm price program is open to serious criticism; namely, 
the placing in jeopardy of the export market for American farm products, 
particularly cotton, by keeping our export price at such high levels that other 
countries are encouraged to expand acreage and to seek substitutes. 

Under the National Recovery Act the American government has en- 
deavored to bring about an abrupt and substantial increase in wages. As 
a result, advancing labor costs have largely offset the stimulation that 
ordinarily would come from an advance in commodity prices. The British 
have done the opposite. In general they have held wages down with the 
result that their domestic commodity price advance, though relatively small 
petcentagewise, nevertheless is an important stimulating force in domestic 
recovery. This drawback in the American program is especially significant 
in the capital goods industries. The British, with relatively low construction 
costs, have enjoyed substantial recovery of the capital goods industries. The 
United States, with relatively high construction costs, has encountered grave 
difficulty in promoting the recovery of the capital goods industries. Although 
costs are not the sole consideration and although eventually there is a real 
possibility that the capital goods industries in the United States will recover 
anyway, nevertheless no small part of the lagging tendency in this group 
of industries can be attributed to an unsound policy of high costs pursued 
in the United States. 

It is now possible to bring together the many threads of the problem 
of domestic stabilization. In essence, the problem has been first to restore 
a domestic price level necessary to service the domestic debt burden and 
to bring the price scale into some kind of equilibrium with world prices, 
second, to restore a substantial part of the deposit currency of the banking 
system wiped out by the previous deflation, third, to meet an emergency 
relief burden and to provide a temporary substitute in the economic mechan- 
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ism for the paralyzed capital goods industries, and, fourth, to readjust th 
internal price relationships of the country. 

At every point the methods pursued by the Administration are open ty 
criticism but on net balance I believe that the American methods have bee, 
better suited to our particular problem than would have been a strig 
imitation of British methods. The program of raising the domestic pric 
level and of running an unbalanced budget for emergency requirements hy; 
been adapted to the special necessities of the American economic situation, 
On the other hand, the American labor program of abrupt increases ip 
pay roll costs is open to serious criticism. 

If now the American program can be kept within proper restraint, tha 
program will have served a proper purpose in the ultimate stabilization 
program. By restraint I mean specifically abandonment of the objective 
of raising wholesale prices all the way back to 1926, and enforcement of 
the objective of tapering off the unbalanced budget as rapidly as capital 
goods recovery develops. 

In conclusion, our policies of domestic stabilization have in many respects 
been similar to those of Great Britain, in many respects strikingly different 
The differences are mainly due to fundamental economic differences in 
the situation prevailing in the two countries. For the most part the Ameti- 
can policies have been sounder for us than would have been any slavish 
copying of British policies. Perhaps the most noteworthy exception to this 
statement is the American wage policy. A domestic price-raising program 
and an unbalanced budget have been logical adaptations of economic 
principles to the realities of our situation. But these same devices, if carried 
to extremes, will prove our undoing and the time for restraint is already 
at hand. If one assumes even a moderate rate of further progress in business 
recovery, particularly recovery of the capital goods industries, one can look 
forward with some hopefulness toward the exercise of adequate restraint 
on inflationary tendencies and toward the holding in check of social uneasi- 
ness. If one entirely rejects the recovery assumption, then one does face 
serious inflationary possibilities. I do not claim to know which assumption 
with reference to recovery will prove to have been correct, but I do feel 
on rational and realistic ground in taking the position that the prophets 
who feel extremely positive that the United States is inevitably headed 
toward the German type of inflation have far from proven their case. 
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DECENTRALIZATION OF POPULATION AND INDUSTRY 
JosePH H. WILLITs, Chairman 


“Questions for Decentralizers,” the paper by Dr. Carter Goodrich, director of 
the Study of Population Redistribution, sets forth some of the problems confront- 
ing those who propose decentralization as a pattern of living which would lessen 
urban congestion. 

A study of past tendencies—for example, in gains or losses through migration 
by counties, in the location of employment opportunities, in the analysis of the 
relocations of industrial plants, in mining, in commercial and clerical and service 
occupations—suggests something of a suburban spreading out, but it gives no 
indication of any general scattering of population over the wide countryside. The 
record of past experience will not, however, tell which way the future will go 
nor indicate what direction of change will be desirable. Factors underlying the 
location of industry by reason of automotive transport and other factors may 
change to favor a wider dispersion. 

But if further decentralization is desirable, the question arises, “For whom?” 
The issue sometimes is one of the class conflict involving the manufacturer who 
wishes to escape to the small community to find lower wages and avoid union 
pickets, while organized labor, on its side, wants to hold industry in the city. 

Another question is, ““Who is to get the decentralized employment?” Con- 
fusion as to what decentralization of industry means complicates the answer. Some 
look upon it as a way of moving city workers to the country with farming on 
the side; others see it as a way of bringing supplementary income to poverty- 
stricken or stranded rural populations. If the former, the shift offers little to the 
rural population ; if the latter, urban workers do not find employment among the 
green fields. Social consequences in the two types of cases would be different; 
therefore, which should be approved—which interest given precedence ? 

It is important to take the intangibles in regard to standards of living into 
consideration ; for example, those of city living, such as excitement, chance of 
solidarity, or greater stir of ideas, etc. The claim of decentralizers that greater 
security is assured raises important questions. Granting certain obvious contribu- 
tions to security, there lies the serious danger in the limitation of the worker's 
mobility, in the form of a few acres and a cow. A part-time farmer is at a disad- 
vantage in seeking other work if the particular employment fails, especially if 
the place is a remote one. Distinction, however, between types of decentralization 
is significant. It is dangerous to reduce the mobility of the working population 
without at the same time removing the conditions which so often make migra- 
tion imperative. 

Some of these questions apply to the whole program of decentralization, rais- 
ing issues which should be faced by all who are furthering the movement or 
attempting to judge its merits. 

Dr. M. L. Wilson presented ‘Decentralization of Industry in the New Deal.” 
He pointed out that at the present time widespread interest in decentralization 
comes from three distinct sources—from industry itself; from the problem asso- 
ciated with submarginal farm lands and the families residing on them; and from 
a group advocating the “community idea.” 
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Among the first provisions for decentralization under the New Deal was the 
amendment to Title II of the NIRA, “to provide for aiding the redistribution of 
the overbalance of population in industrial centers” and appropriating twenty. 
five million to be used by the President. This subsequently led to the establishment 
of the Division of Subsistence Homesteads, under the Secretary of the Interior 
which is experimenting with a number of projects. 

The Division of Rural Rehabilitation, established under the FERA, is planning 
and constructing a series of rural industrial communities as well as the rehabilita. 
tion of individual rural families 

The Tennessee Valley Authority has a definite relationship to decentralization 
of both industries and population. It is significant that it regards its function as 
not only that of developing power, flood control works, and navigation in the 
area, but of a responsibility with regard to all of the elements which will make 
up a type of life best suited to the area in the light of the natural resources there 
available. 

The Emergency Relief Administration is also making a contribution through 
the establishment of so-called ‘‘work centers’ in areas where no new settlement 
or resettlement is contemplated and supplies small modern machinery or equip- 
ment enabling those on relief to produce various types of goods for their own con- 
sumption or for trade with persons engaged in activities in other work centers. 

The Federal Housing Administration and the Housing Division of the Public 
Works Administration have taken steps in the direction of affording opportu- 
nities for the decentralization of people. 

The principal types of homesteads which can be built and financed either with 
private or government funds are as follows: individual and independent home- 
steads; garden-home communities adjacent to present cities and centers of em- 
ployment; small industrial cities; new organized rural industrial communities; 
cutting up areas of fertile agricultural land into smaller farms and relocating sub- 
sistence farmers from submarginal lands. 

It was pointed out that communities of the types mentioned will not succeed 
without industrial employment, and if built in the country without ample indus- 
rial employment, they can only turn into rural slums. Developments of this kind 
must be considered as new integrated communities, not as new city subdivisions. 
There is also a great task ahead in the field of adult education centering about 
the reorientation and readaptation of families to this pattern of community living. 
The social gains to be derived may be grouped into the physical or economic ad- 
vantages, and the esthetic advantages. Among the former are opportunity for 
retirement and cushion against unemployment, with the suggestion that the 
government during periods of economic stress for the worker might meet such 
costs from the same sources from which it now contemplates drawing funds for 
unemployment insurance. A semirural environment offers the same opportunities 
for the utilization of leisure time as does the city, but in addition, makes it possible 
for the family to engage in the production of fruits and vegetables, to keep 
poultry and a cow or two, and thus to experience some of the enjoyment which 
comes from working with nature. 

“Industry's Stake in Decentralization’ was discussed by John P. Ferris of the 
Tennessee Valley Authority. For reasons quite different from those of previous 
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depressions, the permanent revival of industry must be associated with a new 
development of rural areas. With 43 per cent of our population living in rural 
areas, a reasonable revival of rural markets demands a reversal of the economic 
trends which have operated against the rural areas. 

The trend of the past has been for the gross per capita industrial income of 
the centers of manufacturing to increase much faster than the gross per capita 
income to the rural areas, especially after 1910. This situation is attributed in the 
main to the decline in the proportion of workers earning their living in agricul- 
ture, due to technical progress and an inelastic market; pressure of “surplus” 
farm population resulting in “‘surplus” products which could not be sold; and 
inheritance of rural property by those who had gone to the city which drained 
the rural income. 

Except through relief or other arrangements whereby funds may flow per- 
petually through tax payments into agricultural regions, the only permanent solu- 
tion to the problem of rural purchasing power involves carrying on part of the 
industrial wealth-producing activities at points accessible to rural population. A 
number of studies of counties in the Tennessee Valley area are furnishing data 
for experiments now being conducted there. 

According to several studies cited a certain amount of industrial decentraliza- 
tion has been going on. The maximum economic degree of self-containment, in 
both agricultural and industrial products, however, will continue to require the 
production of a large fraction of our farm and industrial products by large-scale, 
mass-production methods. 

In rural development, however, rural electrification must play a large part. 

A program for national industry should embrace the following essential 
objectives: 

1. The finding of ways for carrying on mass production processes in small 
units, as well as large units, locating many of the farms in impoverished rural 
communities. 

2. The abandoning of the concept that “national market” is a single entity. 
Tolerating and encouraging local manufacturing of essential goods where savings 
in distribution and transportation costs are great enough to make such projects 
economically feasible. 

3. The helping of rural areas to keep income from manufacturing activities 
there, in order to raise standard of living and also to make possible purchase of 
increased quantities of such other goods as can be most economically produced 
in the cities. 

4. The development of co-operation in planning manufacturing operations in 
tural areas so as to provide some part-time employment. 

5. The finding of sufficient local tax funds essential to maintain social services 
at levels necessary to make rural areas liveable. 

6. Assisting in the solution of the problem of workers’ independence and 
security in small industrial centers by as much diversity of employment as possible. 

Acceleration toward these objectives might be achieved by industrialists carrying 
on certain operations in branch plants, by increased local manufacturing for local 
consumption, and by the establishment of new industries particularly those based 
on new industrial uses for agricultural materials. 
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CO-ORDINATION OF STATE AND LOCAL FINANCE 
SIMEON E. LELAND, Chairman 


Three papers relating to this general topic were read: the first by Professor Roy 
G. Blakey, of the University of Minnesota, on ‘The Sales Tax”; the second by 
Professor Harold M. Groves, of the University of Wisconsin, on “Sharing 
Revenues between State and Local Governments”; and the third by Professor 
Harley L. Lutz, of Princeton University, on “State Supervision of Local Finances,” 
The discussion of Professor Blakey's paper was led by Mr. Neil H. Jacoby, direc- 
tor of research and statistics of the Department of Finance of the state of Illinois, 
Springfield, and by Miss Mabel L. Walker, executive secretary of the Tax Policy 
League. The other papers were discussed by Professor M. H. Hunter, of the Uni- 
versity of Illinois, Professor R. W. Nelson, of the University of Iowa, and Mr. 
A. M. Hillhouse, of the Municipal Finance Officers’ Association, Chicago. 

R. G. Blakey sketched the present sales tax movement, giving the reasons for 
the adoption of the tax, a description of the main features of the laws, a discussion 
of administration and its costs, the fiscal results, as well as the social and eco- 
nomic effects, of the employment of this revenue device by federal and state 
governments. It was made clear that the writer believed that there were better 
available sources of revenue for both federal and state governments and that he 
could not whole-heartedly recommend the adoption of sales taxes unless political 
or other contingencies render such an alternative preferable to others which now 
seem worse. If, however, sales taxes are to be employed they can be administered 
more uniformly and efficiently by the federal government than by forty-eight 
states ; that in such case one-stage manufacturer's sales taxes would be preferable to 
retail or general sales taxes unless the demands for revenue should prove so great 
that rates higher than 6 or 8 per cent would be required. In such case, more 
general sales taxes with lower rates might be preferable. If administered by the 
states, retail sales taxes are more feasible than manufacturers’ sales taxes though, 
if used, prime necessities should be exempted if possible. Generally speaking, a 2 
or 3 per cent rate appears more justifiable than much lower rates if the emergency 
is such as to require such taxes at all. If an unduly high rate is necessary to get 
funds to carry on essential services, a state may be forced to adopt a more general 
base. But such a necessity would usually be political and reflect little credit upon 
a state. 

H. M. Groves stated that a main problem in public finance during this de- 
pression has been, and is, that of getting revenue from central units of govern- 
ment with their important advantages in administration and collection to local 
units of government with their heavy responsibilities and failing resources. The 
plan of distributing centrally-collected revenues according to origin (of income) 
is that origin, while clearly and arbitrarily defined in law, is actually very obscure 
and troublesome, and that it may flood some localities with unneeded revenue 
and give others scant funds. Other formulae employed to distribute revenues do 
not represent a very close measurement either of origin or of need, which seem 
to be the most logical factors to consider. Grants-in-aid as a sharing device have 
the advantage of affording central governments an opportunity to control expen- 
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ditures for local functions. Need for such control is especially great in the case of 
revenues distributed without regard to origin because localities feel that they are 
receiving somebody else’s money. Development of proper controls has been a sadly 
neglected feature of American aids. Striking contrasts are furnished in the British 
Local Government Act of 1929. The formula for sharing revenues takes account 
of need with distributions according to population weighted by children under 
ave years of age, per capita assessments, density of population per mile of public 
roads, and unemployment, all with appropriate qualifying limitations. 

H. L. Lutz argued that the primary responsibility for good local administration 
rests on local officials. The degree to which state supervision should go then is a 
debatable issue. Adequate financial supervision involves three stages: establish- 
ment of objective norms or standards of achievement; the instruction and guid- 
ance of local officials in the proper performance of their duties, and the applica- 
tion of such tests or inspections as may be necessary to measure the degree of 
achievement; and authority to compel local officials to improve their work when it 
is found to be unsatisfactory. The omission of any of these steps would nullify 
the final purposes of the supervisory process. Under any intelligent conception of 
the task, it is clear that the principal emphasis will fall upon the educational and 
<o-operative activities. The principal financial activities that would be supervised 
would be budgeting, accounting and auditing, borrowing and purchasing. These 
tasks should devolve upon a state department of local finance, rather than upon 
a department whose primary concern was other matters, even the administration 
of state taxes. Everything, however, pertaining to the assessment of property, 
including the review and equalization of assessments, should be subject to the 


supervision of the state tax commission whose activities have, in general, con- 
formed to the three essential stages enumerated above. Throughout the various 
fields the state’s attitude and policy should be to develop and encourage local 
initiative and responsibility. Its purpose is not interference but the promotion of 
eficiency and economy, yet its supervision must be firm and vigorous to com- 
mand respect. 


Roy 
by 
ing 
$SOr 
0s," 
rec- 
dis, 
licy | 
Mr. 
for 
ion 
ate 
tter 
he 
ical 
ow 
red 
ght 
> to 
eat 
ore 
the 
gh, 
a2 
ancy 
pet 
ral 
on 
de- 
cal 
‘he 
e) 
ue 
do 
om 
ve 


UNEMPLOYMENT RELIEF 


By CORRINGTON GILL 
Federal Emergency Relief Administration 


Two and a half years ago the federal government reluctantly acknovw1- 
edged its responsibility to bear a part of the financial burden of caring for 
the needy unemployed. Insistent pressure for supplementation of state and 
local resources made itself effectively felt upon the federal government for 
the first time in July, 1932, when the Emergency Relief and Construction 
Act appropriated $300,000,000 for unemployment relief. Though a certain 
measure of financial assistance to states and municipalities was thereby 
provided, it was soon found that the degree of participation adopted in 
the summer of 1932 was wholly inadequate to deal effectively with the 
problem. 

When the winter of 1932-33 became well advanced, a new rfelief crisis 
developed rapidly. Expenditure of the $300,000,000 had to proceed much 
more rapidly than had been contemplated in the preceding summer. Its 
administration was in the hands of the Reconstruction Finance Corporation 
which, in view of its other major preoccupations, was forced to leave the 
relief job to a subsidiary division. The terms of the Act did little to 
promote the adoption of better measures or the stimulation of leadership 
in dealing with the problem. Finally, the $300,000,000 were made available 
as loans with the result that state and local officials were faced not only 
with the problem of raising their share of relief costs, but also with the 
expectation that the funds which they were getting from the federal gov- 
ernment were to be repaid from future federal highway grants. The result 
of this financial pressure combined with the inability to adopt positive 
administrative policies resulted in inadequate relief benefits and in un- 
satisfactory relief standards and policies. Alarming consequences in the 
health and morale of the unemployed were beginning to make themselves 
evident. The result of the critical situation which was developing was 
the passage in May, 1933, of the Federal Emergency Relief Act at a time 
when the earlier $300,000,000 appropriation was at the point of exhaustion. 

The Federal Emergency Relief Administration created by this Act found 
relief organizations of some sort in all but six states. The differences 
between these state relief organizations were, however, much greater than 
the similarities. They varied in statutory authority, in basic policies, in 
the availability of funds, in the extent to which they covered the state, 
in the extent to which they had control over the intake of cases and over the 
expenditure of funds, and in every other point of operating efficiency and 
social policy. The basic cause was twofold. First of all, financial resources 
and administrative capacity in the state governments has always varied 
sharply. The more immediate cause was the fact that unemployment relief 
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on a large scale was almost as much of an innovation in state governments 
as in the federal government. 

The state relief organizations except in a few of the largest states had 
been in existence for less than seven or eight months. Most of them had been 
created in the fall of 1932 following the passage of the Emergency Relief 
ind Construction Act. Only six states had state-wide relief administrations 
before July, 1932; five were created in July and August, 1932; eighteen 
in September; and eight in October. During the succeeding months relief 
idministrations were gradually established in the other states although there 
were six in which the establishment of an organization to co-operate with 
the federal government did not take place until the Federal Emergency 
Relief Administration came into existence. In many states, the ground work 
was laid by the able leadership of the American Public Welfare Association. 
The task of coping with the country’s largest social problem was, however, 
in the hands of administrative organizations, most of which had hardly 
more than five or six months of active experience to guide them. During 
these five or six months most of these state emergency relief administrations 
had had to begin from the very beginning by organizing local and county 
relief administrations in every locality in which a serious relief problem 
was found to exist. It is true that organizations of one sort or another 
had been created early in the depression in most of the larger cities. Also, 
in New England, New York, and a few other states, reasonably effective 
local welfare departments or poor boards existed as a nucleus of organiza- 
tion, but in the country as a whole most of the organizations had to be 
built from the ground up. Inevitably, tremendous differences existed be- 
tween the areas in which a background of public relief and a nucleus of 
trained personnel already existed and the areas in which it was necessary 
to improvise an organization hastily. 

To understand what was accomplished during the twenty months in 
which the Federal Emergency Relief Administration has been in existence 
and to understand the nation-wide relief organization as it now functions 
it is necessary to go back to the terms of the Federal Emergency Relief 
Act. The Act did not set up federal relief machinery to administer relief 
in specific cities or communities. That duty was left to the states. It is neces- 
sary to keep clearly in mind the central fact that the investigation and distri- 
bution of relief to individuals is carried on by approximately 5,000 local 
public relief organizations and not by officials of the Federal Emergency 
Relief Administration. Misunderstandings on this point are common. The 
Federal Emergency Relief Administration was created to co-operate with 
the states in furnishing relief; not to administer relief in the states. Only 
under extraordinary circumstances was power given to assume control of 
the organization in states where the co-operative relationship might break 
down, and this power thus far has been exercised in only three cases. In 
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the other states, relief administrations existed by virtue of state laws or 
executive action by state governors. Accountability for the expenditure of 
funds rests directly with the state government or the governor of the state 
and not with the federal government. 

The Federal Emergency Relief Administration has found it desirable 
and possible to exercise considerable influence toward closer control and 
toward more adequate and socially sound relief policies. This has been 
done by persuasion or by implied conditions attached to grants, and not 
by direct control. This is probably the only way in which the relief problem 
could have been attacked. The problem itself was largely unknown in its 
details twenty months ago. Had an attempt then been made to define a 
complete and specific set of regulations covering every aspect of relief 
administration, we would not only have caused immediate and complete 
disorganization of the giving of relief on any basis whatsoever in many 
places, but we would undoubtedly have made mistakes which it would 
have taken longer to cure than it has taken us to correct the shortcomings 
of the then existing relief administrations. Even more impossible would 
have been the creation at that time of a completely centralized federal relief 
administration controlling directly the giving of relief in every hamlet, 
deciding who should be admitted to the relief rolls, how much relief he 
should get, and how it should be given to him. 

The very first regulation issued by the Federal Emergency Relief Ad- 
ministrator specified that funds granted by him should be administered 
only by public agencies. On the whole, this policy has been carried out 
successfully. Previously public funds were administered in many places 
through a heterogeneous group of private charitable societies whose re- 
sponsibility was illy defined and from whom no uniform accounting could 
be obtained. Obviously state relief administrations could not be held te- 
sponsible for the funds granted to them unless they in turn could exercise 
full and complete control over the local agencies which actually expended 
the funds. 

After making certain that sufficient funds were immediately available in 
the states, the next major task was that of reviewing the state relief ad- 
ministrations. Inevitably, it was necessary to begin with the worst organiza- 
tions. In some cases reorganizations involving almost a complete scrapping 
of what was found to exist were necessary. In others, major changes in 
personnel had to be carried out. It was particularly necessary to proceed 
immediately to strengthen case work and accounting divisions. 

In many places, untrained volunteers or equally untrained persons from 
relief rolls were passing upon the eligibility for relief and the amount of 
relief to be given, with resulting discrimination and waste. Responsibility 
for the decision whether or not applicants were eligible for relief was 
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often in a haphazard condition. Oftentimes, wide variations existed con- 
cerning definitions of need on budgetary standards. The Federal Emergency 
Relief Administration, therefore, pressed toward the development of more 
competent case work in every state in order that the process of acceptance 
or rejection might be made on a more uniform and intelligent basis. 

Similarly, great variations existed in accounting practices. Financial con- 
trols in many states were weak and in others almost nonexistent. The 
classic case was a local middle-west relief office where the case records and 
financial accounts were kept on the white painted wall. In some states 
bills were left unpaid for months. In others lump sums of money were 
turned over to county relief committees to be accounted for should leisure 
time ever develop. In certain states effective financial controls had been 
set up, but in too many states little control existed. Pressure for higher 
standards of financial competency has been successful until every state 
administration has developed a budgetary and accounting control of a high 
degree of effectiveness. 

Another immediate task was that of setting up a detailed system of weekly 
and monthly reports for the guidance of the Federal Emergency Relief 
Administration as well as for the guidance of the individual states, many 
of which at the time had only rudimentary systems of reporting. Uncertainty 
existed concerning even the size of the relief problem. Even the number of 
families receiving relief was unknown. No information was accessible in 
Washington concerning the current volume of state and local relief ex- 
penditures. Little was known concerning the age, sex, occupational charac- 
teristics, and other relevant social facts concerning the composition of the 
relief population. Statistical reforms have been quite successful through 
intensive work over a period of months. State and local officials have been 
educated to the need for quick and accurate reports of both case load and 
financial details, but the magnitude of the job has prohibited the obtaining 
of all of the social data desired. It has been possible, however, to institute 
a satisfactory monthly reporting system and to pursue a comprehensive 
research program from which data are obtained for administrative purposes 
and also for general light on many aspects of the relief problem. 

To eliminate discrimination because of race or other grounds in the 
granting of relief, one of the basic regulations of the federal administration 
provided that relief should be given to all needy persons and their de- 
pendents. This was defined to include all those whose resources were in- 
adequate to provide the necessities of life for themselves or their dependents. 
It has been the Administration’s policy that no discrimination should be 
made because of race, color, religion, or political affiliation or participation 
in industrial disputes. 

In its effort to improve the adequacy of relief the Federal Emergency 
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Relief Administration has used its influence and resources along a number 
of lines. It has encouraged the substitution of cash relief for cumbersome 
and humiliating grocery orders and commissary systems. This transition 
is proceeding rapidly in three leading industrial states—-New York, Penn- 
sylvania, and New Jersey—and in many other parts of the country. 

Encouragement has been given toward more effective provision of cloth- 
ing and of medical care, realizing that providing only a minimum quantity 
of food could not be maintained as a long-run policy. Federal funds may 
be used also to meet rent payments, where necessary, in order to provide 
shelter for those on the relief rolls and while progress in this direction has 
been slow it has nevertheless been substantial. Generally the Administration 
has succeeded in raising the level of relief in those areas in which it was 
lowest a year ago last spring. 

In connection with the continual efforts to improve the standards and 
adequacy of relief and to aid certain groups and classes of the population 
whose needs were not met through the ordinary relief channels, a number 
of special programs have been undertaken in an effort to meet a series of 
specific situations. 

One of these groups is the transient population. The transients constituted 
peculiarly a federal problem because the states and cities were reluctant 
to spend money for the care of nonresidents and an attitude of indifference 
or hostility was often shown for the transient group. The Federal Emergency 
Relief Administration, therefore, earmarked special grants to states for the 
care of transients and has exercised a large degree of direct supervision and 
control over the transient program. The general policy has been to stop 
in so far as possible the hopeless trek from city to city in search of a job 
and to make permanent provisions for the care of these people in their home 
city. At the present time there are about 280 transient centers and 270 
transient camps throughout the country. More than 280,000 persons receive 
aid in these transient centers and camps throughout the country. 

During the autumn of 1933 an emergency program of education was 
inaugurated. This program has been developing until at the present time 
there are about 30,000 teachers, most of whom would otherwise have been 
on direct relief, instructing classes in the following fields: general adult 
education, vocational training, vocational rehabilitation, literacy, workers’ 
education, parents’ education, and nursery schools. As a means of aiding a 
group peculiarly affected by the lack of employment opportunities during 
the depression, the measures first undertaken by the Federal Emergency 
Relief Administration during the spring of 1934 to help young persons to 
attain a college education were repeated and expanded for the current college 
term. In addition to enabling a group to obtain a college education who 
would otherwise be financially unable to do so, the labor market is relieved 


of 
Ap 
sid 
gt 
es 
ab 
fo 
ap 
0 
to 
P 
A 
tr 
f 
a 
f 
C 
( 
( 


Unemployment Relief 181 


of the competitive pressure of these young persons searching for work. 
Approximately 100,000 students are now being aided, representing a con- 
siderable expansion over the 65,000 students aided last spring. The pro- 
gram involves the expenditure of approximately $1,400,000 a month. 

During the second term of the 1933-34 school year many schools, 
especially in rural areas, were threatened with closing because of the in- 
ability of local units of government to finance teachers’ salaries. To provide 
for the continuation of these rural schools until the end of the school term, 
approximately $17,000,000 were granted to thirty-three states. 

The familiar paradox a year ago of large agricultural surpluses on the 
one hand and inadequate relief and dire need for food on the other, led 
to the organization of the Federal Surplus Relief Corporation in the early 
part of October, 1933. Agricultural surpluses acquired by the Agricultural 
Adjustment Administration as the result of its crop reduction activities 
were turned over to the Corporation to be put into form suitable for dis- 
tribution, and the products were then given to state relief administrations 
for distribution to needy families. These commodities are distributed over 
and above the relief benefit which would otherwise be granted. This 
increases the adequacy of relief and assures the use of surpluses which 
would otherwise be wasted. The Corporation also has purchased various 
surpluses directly as agents for the states for distribution in a similar 
fashion. Another procedure which has developed is the purchase locally 
of surplus commodities with funds made available by special grants. The 
first activity of the Corporation consisted of the processing and distribution 
of 100,000,000 pounds of pork made available as the result of the purchase 
of pigs and sows by the Agricultural Adjustment Administration in the late 
summer of 1933. In all, 42 different commodities have been distributed, 
including over 1 billion pounds of foodstuffs. 

The drought brought new problems. Extending over most of the area 
west of the Mississippi by the summer of 1934, in varying degrees of 
intensity, hundreds of thousands of farmers lost their means of livelihood. 
There was no feed for the cattle and no seed to plant late forage crops 
or for next year’s wheat crop. The Agricultural Adjustment Administration 
purchased some 7,500,000 head of cattle and those fit for processing were 
turned over to the Federal Surplus Relief Corporation either for processing 
and distribution to families on the relief rolls throughout the country or to 
be shipped to other areas for grazing pending later slaughter or distribution 
to farmers in connection with the rural rehabilitation program. Feed sup- 
plies were made available to farmers to enable them to retain foundation 
herds. The Farm Credit Administration made loans for this purpose to 
farmers having sufficient credit. Both feed and seed were furnished other 
farmers through the state and local relief administrations. The drought is 
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responsible for approximately 300,000 families on the present relief rolls, 
In South Dakota, one-third of the population of the state is now receivin 
emergency relief through local relief agencies. In most other drought states, 
from one-fourth to one-fifth of the population is on relief. The method 
of granting relief in these areas is typically in the form of work on projects 
of a water conservation nature. These include the construction of small 
dams, digging and drilling wells, and the construction of pipe lines. 

It is believed that a considerable acreage of land in the drought area 
brought into cultivation during the War period is not suited for cultivation 
and over a period of time will not support the population. It is the intention 
of this Administration to purchase large amounts of this submarginal land 
in this and other sections of the country and either retire it from production 
or adapt it to purposes for which it is better suited. Up to the present time 
over 2,500,000 acres have been optioned. 

The problems of relief are obviously entirely different in rural agricul- 
tural areas than in the large centers of industrial unemployment. Here the 
families face a permanent loss of income and relief policies involve the 
rehabilitation of the family on at least a self-sustaining basis on the land 
rather than the granting of direct relief or the furnishing of employment 
on a work program. A beginning has been made in a program of rural 
rehabilitation. Corporations have been formed in each state as the directing 
administrative agency. Although general policies of the program are estab- 
lished by the Federal Emergency Relief Administration, considerable lati- 
tude is allowed the state corporations to meet the multiplicity of local 
problems. More than 60,000 families have been transferred from the gen- 
eral relief program to the rural rehabilitation program. 

This program is directed toward the hundreds of thousands of families 
in rural areas who are now dependent on relief and most of whom, unaided, 
will never be able to get along on their own resources. These families are 
facing permanent destitution due to poor land, loss of capital equipment, 
the breakdown of landlord-tenant relationships, or for various other rea- 
sons. The method of rehabilitation to promote economic self-sufficiency 
at a reasonable standard of living must be diversified to meet the varying 
problems in different sections of the country. In general, the program 
involves making available skilled supervision, feed and seed, farm stock, 
and equipment, housing, and land—the extent to which the above facilities 
are made available varying in accordance with the problem of the individual 
family. In the most extreme case, that of the family living on land where 
the soil is so poor as to preclude the possibility of it ever yielding a living, 
it will be necessary to furnish most or all of the facilities listed above. 

This program also includes the establishment of rural industrial com- 
munities of from 100 to 500 families. Each family would be provided with 
a house with sufficient land immediately adjacent to provide the annual 
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food requirements for the family. It is intended that cash income be pro- 
vided by means of part-time work in local industries. 

The most important and significant of all the policies and accomplish- 
ments of the Federal Relief Administration has been the development of 
a work program as a method of meeting the unemployment problem. Up 
to the time the civil works program started in the middle of November, 
1933, a rather ineffective program of work relief was in operation under 
the auspices of the various states and localities. All of the persons on work 
relief, and the projects, were transferred to the Civil Works Administration 
at the start of the CWA program, and with the whole-hearted co-operation 
of state and local officials a large work program with effective supervision 
was put into effect almost immediately. By the middle of December over 
2,500,000 persons were working and by the middle of January, at the 
peak of the program, 4,100,000 persons were at work with a weekly pay 
roll of $62,000,000. Reduction in personnel began about the middle of 
February and proceeded each week until the program was ended on March 
31,1934. The total cost of the CWA was approximately $1,000,000,000, 
of which the federal government furnished $825,000,000 and states and 
localities $175,000,000. About $750,000,000 was expended directly for 
wages and $250,000,000 went into other expenditures, including materials. 
The immediate purpose of the civil works program was to meet the crisis 
during the winter of 1933 and there is no question but that it accomplished 
this purpose. From a long-term standpoint, however, the chief value of the 
civil works program may very well prove to be that of effectively demon- 
strating the possibilities of public work as a means of meeting the needs 
of millions of destitute unemployed. 

Under the handicaps of very little advance planning of projects, the 
speed with which the program was put in operation, and the especially 
adverse weather conditions during last winter in the northern states, the 
quality of the projects under CWA was surprisingly good. The projects 
were required to be socially and economically desirable but were to be 
outside the ordinary functions of state and local governments and work 
which would not otherwise have been undertaken. Projects covered almost 
every conceivable sort of work ranging from construction and repair of 
state roads and highways and the construction and repair of water systems to 
such research studies as housing surveys, tax delinquency studies, and 
a census of American business. 

During the early part of the civil works program a maximum 30-hour 
week and a maximum 8-hour day was established for all employees working 
at manual labor. Clerical and professional workers were on a 39-hour week. 
The wage scale was that established by the Public Works Administration 
for skilled and unskilled labor. For clerical, professional, office, and sta- 
tistical workers the prevailing rate of the community was paid but minimuin 
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rates were established ranging from $12 per week for unskilled ani 
clerical workers in the South to $24 to $45 a week for professional worker; 
in the North. 

As the program proceeded certain changes were made in these policies, 
Effective January 18, the work hours were reduced from a maximum of 
30 hours per week to a maximum of 24 hours in urban areas and to 15 
hours per week in rural areas. In the middle of February the public works 
wage scale for skilled and unskilled labor was abandoned and the policy 
of local prevailing rates for the type of work undertaken was established 
with the minimum rate of 30 cents an hour. 

Coincident with the demobilization of the civil works program at the 
end of March, 1934, an emergency work program was inaugurated under 
the Federal Emergency Relief Administration. This emergency work pro- 
gram has proved to be considerably more effective than the old work relief 
system before civil works. The projects and the administrative experience 
gained under civil works was carried over to the new program. Planning 
activities inaugurated under civil works were expanded, systematized, and 
made an integral part of the new program. A staff of engineers having 
supervision over the selection and the progress of work projects became 
a part of state and local relief organizations. Much more effective control 
by the Federal Emergency Relief Administration was established by the 
appointment of regional engineers in general charge of groups of states 
and experiences in one state were thus made available to others. 

The quality of projects has been continually improved. The problem of 
providing jobs conforming as closely as possible to the capabilities and 
past job experience of individuals was given special consideration. A new 
division was established to provide projects for women, professional and 
clerical workers received special consideration, and, in general, efforts were 
concentrated toward getting into widely diversified types of projects. The 
number of persons v aie under this work program has increased from 
1,200,000 in ril to I oroximately 2,200,000 at the present time. 

The wage policy under the emergency work program provides for the 
payment of local prevailing hourly wage rates for the type of work per- 
formed. The hours of work are adjusted for each worker so that total 
monthly earnings are the equivalent of the budgetary deficiency of the 
family as established by case workers. The local machinery for determining 
the prevailing rate of wages for the different occupations is typically a 
committee consisting of one representative from organized labor, one from 
the local relief administration, and a third member from local business ot 
professional groups selected by the first two. 

For the immediate future, there are three major directions which a 
program for the assistance of the unemployed might logically take. For 
the 1,000,000 cases now classified as unemployable, including the aged, 
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the mothers with dependent children, and those in need because of mental 
ot physical disability, a program of direct assistance in the home through 
permanently established public welfare agencies seems to offer the most 
satisfactory solution. For families in rural areas, direct relief should probably 
be abandoned and in its place the present rural rehabilitation program 
should be continued and expanded. The unemployed in the urban industrial 
enters, however, represent the most important of these problems. After 
eighteen months of experience with all phases of relief those of us in the 
Federal Emergency Relief Administration are definitely of the opinion 
that aid for the urban unemployed should be divorced in so far as possible 
from a relief basis and should take the form of real jobs on useful and 
worth-while projects. 

From a long-term standpoint, we can look forward, I hope, to unemploy- 
ment insurance, old age pensions, mothers’ pensions, and possibly old age 
and health insurance, as providing systematic assistance against insecurity. 
We must not be misled, however, into the fallacy of believing that the 
needs of the unemployed will be entirely met by the enactment of this 
social legislation. There will remain for many years to come large groups 
of people in destitute circumstances falling outside the range of this legisla- 
tion for whom work assurance should be provided. 


A UNIFIED PROGRAM FOR THE UNEMPLOYED 


By KARL PRIBRAM 
Brookings Institution 


There is no need for emphasizing, before a highly initiated audience, the 
amazing difficulties involved in the unemployment problem. Is unemploy. 
ment as a mass phenomenon merely a symptom indicative of deeper-rooted 
defects of our present economic system, or is it of itself one of the factors 
instrumental in cre:.ting crises and depressions? Is this dismal phenomenon, 
probably the worst of all present-day social evils, due to a single cause or 
does it result from multiple causes each of which is to be dealt with sepa- 
rately if demand and supply on the labor market are to be properly bal- 
anced? Such are the questions with which we are confronted here and 
any consistent program of measures fit for coping with unemployment is 
bound to adopt a definite concept of our economic system and, more 
especially, a definite interpretation of the periodic alternations of expansion 
and contraction by which it is characterized. Divergencies of view as to the 
measures to be adopted can hardly be reconciled if they are to be traced to 
differences relating to primary concepts. 

Of the various forms of unemployment commonly distinguished from 
one another, normal unemployment, the “irreducible” minimum existent 
even in periods of full business activity, may be left aside in the present 
discussion, as well as seasonal unemployment statistically shown by regular 
periodic fluctuations of unemployment figures during the year. Thus our 
attention is focused on two remaining forms: cyclical unemployment, con- 
nected with periodic market contractions following from expansion periods; 
and technological unemployment, mainly due to cumulative introduction 
of labor-saving devices. Though in the long run almost all the jobless 
who have become victims of technical and managerial improvements are 
likely to be absorbed by adequate increases of demand for labor in the same 
or in other trades, their number might be large. 

The distinction made between cyclical and technological unemployment 
is likely to reflect a more general distinction to be drawn in dealing with 
the present economic system by differentiating between its monetary and 
its real exchange aspects. It is a remarkable fact that economic reasoning, 


ever-changing phenomena of economic life, is bound to adopt some sort 
of equilibrium concept as an indispensable guide to the perplexing variety 
of economic magnitudes and their interrelations in space and in time. Un- 
employment, if viewed from this angle, is looked upon as an “unbalanced” 
state of the labor market 

It is, of course, impossible to enter here into a discussion of the intricate 
problems connected with the equilibrium concept. Suffice it to say that this 
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concept is made basic on the one hand to the monetary and credit aspects 
of the present economy (that is to say, to the relations existing between 
the volumes of capital, income, credit, savings, investments, and the like), 
and on the other hand, is applied to the real exchange aspects (that is to say, 
to the relations existing between the different elements of the productive 
process as such, between the volumes of production and distribution as 
considered apart from the influences exerted by the operation of the price 
and credit mechanism). It is evident that the distinction made between two 
separate systems within the totality of economic life is but a logical ex- 
pedient facilitating the disentanglement of highly intricate phenomena. 

Recurrent deep disturbances of the relations existing between relevant 
magnitudes of the real exchange system point to the fact that the price 
mechanism fundamental to the monetary system does not secure a proper 
balance between the development of productive capacity and the purchasing 
power needed for the maintenance of the corresponding process of dis- 
tribution. 

Thus the essential problems relevant to the causation of unemployment 
may be summarized as follows: Apart from disturbing events occurring 
outside the economic system and upsetting its equilibrium (natural events, 
wars, loss of markets consequent upon trade restrictions, and the like), 
the balance of demand and supply obtaining in the labor market is likely 
to be impaired either by the cumulative effects of impinging influences 
operating within the sphere of the monetary and credit system and resulting 
in cyclical unemployment or by the cumulative effects of labor-saving devices 
operating within the real exchange system and creating technological un- 
employment to the extent that the price mechanism is inadequate in fe- 
adjusting the equilibrium in the labor market. 

If the distinction, made as to their causation, between cyclical and tech- 
nological unemployment is adopted, an important inference is likely to 
be drawn as to the measures to be chosen in combating either form of 
unemployment. Cyclical unemployment, mainly due to disturbances of the 
monetary and credit system, is, on principle, not to be cured by methods 
relevant to the real exchange system. Similarly technological unemploy- 
ment hardly lends itself to remedies pertinent to the monetary and credit 
sphere. 

The line of reasoning advanced here leads to the conclusion that sup- 
pression or, possibly, considerable reduction of cyclical unemployment can 
be expected exclusively from a thoroughgoing reform of the present mone- 
tary and credit system. Of course, far-reaching divergencies of opinion exist 
as to the monetary and credit standards to be made fundamental to the 
attempt at balancing the real exchange system. However, it is no part of 
the present purpose to enter into a discussion of the intricate problems 
involved in such theories, the less so as a sweeping reform of our monetary 
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and credit system conducive to a more appropriate balance between produc. 
tive and distributive processes is unlikely of early realization. 

Thus setting aside the fundamental problem how to provide for a lastin 
balance between the development of productive capacity and markets, we are 
confronted here solely with the minor but hardly less difficult question of 
how, during depression, to prepare the way for increased employment. 

As already suggested, two lines of approach ate possible—measures taken 
within the real exchange sphere and others taken within the monetary and 
credit system. 

Though the real exchange sphere is obviously the very object of our 
prime interest, direct interventions in its functioning are beset with special 
difficulties on account of the unforeseen and unintentional reactions of the 
price system. Such a direct intervention is envisaged by some proposals 
intended to combat unemployment by establishing, within the body of 
capitalistic economy, some sort of outright real exchange section. Under 
associated private or under governmental auspices unemployed workers are 
to be placed in idle factories, shops, offices, producing and distributing 
goods for their own consumption thus forming a separate economic section 
which would be only very loosely connected with the bulk of the main sys- 
tem.* Tempting though such a scheme may appear at first glance, the diff 
culties involved in strictly isolating it from the network of monetary and 
credit entanglements ruling all other sections of our economic system are so 
great that experiments of this kind are likely to be doomed to failure. 

It is equally doubtful whether other measures relevant to the real ex- 
change system are very helpful in considerably reducing the number of the 
unemployed. They are as a rule not concerned with attempts at increasing 
output and consumption but reflect the idea that productive activity at a 
given period is of a given magnitude which is to be distributed, as fairly 
as possible, over all those who most urgently stand in need of being gain- 
fully occupied. In this connection shortening of the hours of labor is the 
most important expedient resorted to during the present depression. 

At first sight the arguments advanced in favor of the “share the work 
movement’’ are obvious common sense and its social benefits are not to be 
questioned. But is it equally sound on purely economic grounds? No serious 
objections could be raised against a scheme according to which reduction 
of hours of work would be adjusted to the object of equalizing the effect 
exerted on the labor market by the introduction of labor saving devices, 
thus meeting modifications of the real exchange system by a measure applied 
to this system; though, of course, such a regulation might be difficult of 
application in practice, since the extent to which unemployment is due 
to technological changes can hardly be ascertained with accuracy. 


* The most elaborate scheme of this kind of which I know was advanced by Prof. F. D. 
Graham, The Abolition of Unemployment (Princeton, 1932). 
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But reduction of hours of work, especially of machine hours, if con- 
<eived as a general method of combating cyclical unemployment and especial- 
ly when combined with corresponding increases in hourly wages, is bound 
‘o result in enhanced costs of production. These will either lead to the 
exclusion of a range of marginal producers from business activity and 
provide strong incentives for the introduction of labor-saving, technical 
improvements with the result, in both cases, that unemployment will again 
be increased. Or enhanced costs, especially if the adoption of superior tech- 
niques of production is prohibited, will be met by rising prices with the 
result that large groups of consumers will purchase less. Especially in the 
durable goods producing industries, increases in the selling prices, if not 
brought about by increased demand for products but by increased outlays 
for important cost elements, can hardly prove helpful in stimulating re- 
covery. 

Since in depression periods adjustment of costs to prices is the central 
problem for any employer, especially in trades with heavy fixed capital in- 
vestments, employment measured in man-hours is not likely to be increased 
by cost-enhancing measures. 

“The same is, of course, true of any other wage increases not directly 
connected with shortening of hours of labor. This statement is not meant 
to discourage the establishment of minimum wages whenever they prove 
necessary or advisable. It merely implies the simple truth that improvements 
of real wages, though to be included among the foremost objectives of any 
sound economic policy, are dependent upon increased productive activity 
and are not appropriate means for reducing unemployment. 

The crucial problem is how to increase purchasing power or render idle 
purchasing power efficient in a way neither directly conducive to increased 
costs of production nor to inflation; that is to say, to considerable price 
dispersions on a scale of rising prices. Increased purchasing power as con- 
ceived in this definition does not simply mean, as it is commonly understood, 
even by the recovery legislation of this country, increased incomes of 
various Classes of the population, but increased command over productive 
clements placed at the entrepreneur's disposal. Recovery, to be lasting, ought 
to take its start from the production of capital goods and proceed from this 
sphere, by spreading increased incomes, to the production of goods for im- 
mediate consumption. The essential issue was very well expressed by J. 
M. Clark: ‘*. . . a dollar added to pay rolls is only one dollar coming to buy 
goods; while a dollar added to profits, at such a time as this, may add to itself 
several dollars drawn from the sources of elastic credit, and throw them 
all into the market for capital goods.” 

However, it is one of the most intricate problems yet unsolved by eco- 


*"Economics and the National Recovery Administration,” American Economic Review, 
March, 1934, p. 19. 


roduc. 
asting 
WE ate 

On of 

taken 

and 
f our 
Pecial 
of the 
0sals 
ly of 

nder 

are 
uting 
ction 

Sys- 

difi- 

and 
re 

ex- 

the 

sing 

at a 
airly 
rain- 

the 

ork 
0 be | 
10us 
tion 
tect 

ces, 
lied 
of 
due 


190 American Economic Association 


nomic reasoning, exactly to define the conditions under which this expan. 
sion of productive activity will take place when depression has trun jt, 
course by eliminating such enterprises and writing off such investment; 
which have been financed by preceding exaggerated credit expansion. |t 
may be doubtful whether this question really does lend itself to a general 
answer. But up to the present no adequate arguments have been advanced 
to substantiate the view of those who are endeavoring to show that the 
present economic system has lost its traditional efficiency in recovering 
from a slump by the working of its own inherent forces. It is true that 
renewed large-scale expansion of productive activities is impaired by tempor. 
ary exhaustion of certain lines of activity which, in previous periods, 
promised high profits. Finally, it is to be acknowledged that economic te- 
adjustment is rendered less flexible by certain interventions in the free 
working of the capitalist machinery which, on the other hand, are to be 
listed as definite, progressive steps, as for instance increased application 
of the system of collective bargaining, increased supervision of the stock 
exchange, and banking practices and the like. 

But in spite of all such impediments instrumental in restricting the power 
of expanding forces there is no need for resorting to extraordinary measures 
such as are involved in schemes of planned economy or for embarking ona 
defeatist policy such as is unconsciously advocated by those who are inclined 
to accept the present low level of production as long lasting and to adjust 
the distribution of the labor force available to its limited requirements. 

Under such circumstances primary assistance in the fight against unem- 
ployment is to be expected from the self-healing forces of the economic 
system which is known to alternate between periods of expansion and 
contraction. Any far-reaching interference with this system is to be avoided 
since adverse reactions are likely to arise. 

A certain help in adapting costs to prices was granted export trade by 
the devaluation of currency, but no strong incentives to recovery can be 
expected from this expedient so long as expansion of business activity 
is not making considerable progress in countries abroad and international 
trade relations are obstructed by nationalistic trade policy and transfer 
difficulties. We still lack a clear-cut definition of the intricate problem in- 
volved here: whether and to what extent world-wide depression is an 
“international’”” phenomenon stricto sensu; that is to say, a composite of 
national contractions of the markets or the genuine result of forces operating 
simultaneously on a universal world-wide scale. The answer given to this 
question would be fundamental to the insight into the perplexing course 
of business fluctuations and thus again instrumental in determining the 
unemployment issu¢ 

The very fact that we are apparently faced with universal phenomena is 
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likely to suggest the idea that measures based on international understand- 
ings—concerted stabilization of monetary standards, elimination of transfer 
difficulties, removal of obstructions to international trade relations and 
the like—might be more conducive to recovery than isolated procedure in- 
cited by rivalry and nationalistic antagonism. Of course, as long as such 
understandings are practically out of the question and the best that can 
be expected is reduction of trade barriers, every country must separately 
try its good fortune. 

In contrast to currency devaluation which improves the competitive 
strength of home industries in foreign markets by raising the prices of 
exported goods as compared with their costs of production, a general rise 
of prices, produced by outright depreciation of the country’s currency, 
advocated in many quarters, is a highly problematic measure. If pursued 
on a large scale it will no doubt reduce unemployment, mainly by cutting 
down the workers’ real wages which cannot keep pace with rapidly ad- 
yancing prices, but in the last resort it might result in the well-known 
phenomenon of inflationary price-dispersions and be followed by a renewed 
collapse of the price system. 

Having said so much as to the general aspects of a recovery program 
it is evident that any attempts to interfere with the functioning of the 
economic system are to be restricted to such methods which are fit for 
promoting the tendencies operating towards an improvement of business 
conditions. With this purpose in mind a clear distinction is to be drawn 
between a recovery program strictly speaking and any other devices intended 
to take care of the unemployed but not directly conducive to recovery. 
This distinction implies that different principles are to be adopted in 
financing these two groups of measures. The costs of the relief program 
which is intended to meet present-day hardships are to be defrayed on 
principle out of current incomes from public funds. On the other hand, 
the financial burden following upon the execution of the recovery program 
can be covered by public loans since the program is intended to increase 
the national dividend. 

There is hardly any doubt that recovery depends in first instance upon 
the enhanced activity of the capital goods producing industries; the large 
bulk of unemployment is due to their lack of productive activity. As long 
as private initiative, for reasons eagerly discussed but hardly ever clearly 
stated, is reluctant in performing the mission of giving these industries 
a new start, there remains no other expedient but to have this task per- 
formed by adequate large-scale public orders which can be launched with- 
out any prospect of remunerative returns. 

From this point of view the problem of public works is to be carefully 
considered. Its aspects are clouded by the varying sense in which this 
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expression is used in popular discussion and even in authoritative state. fact, 
ments. On closer examination it becomes evident that public works take Him ©?’ 
very different aspects according to the intentions underlying their execution seen 
and the circumstances under which they are planned and performed. They inte 
may be planned as emergency measures designed to give employment toa serv 
greater or lesser number of jobless workers. If considered in this way they T 
may find their place alongside relief schemes, labor camps, and the like and wot 
are to be judged by the benefit they will confer upon those temporarily em. is f 
ployed by the respective schemes. But they are not likely to have any con. © 
siderable bearing on the operation of the economic system and there is no ind 
room for them in a recovery program. : 
There is a second aspect of public works derived from considerations Ev 
relating to the course of the cyclical movement. Given the periodic alterna- - 
tions between periods of prosperity and of depression the possibility is sug- “ 
gested that public works which are, as to the choice of the date of their to 
execution, independent of profit-making purposes, might be planned in such in 
a way as to distribute employment more evenly over the whole range of years At 
embraced by a cycle; thus counteracting to a certain extent the tendencies - 
operating in upward and downward movements. Planning of this type ag 
would be akin to the functions to be assigned to central banks when regula- - 
tion of productive activity was to be attempted by the adoption of adequate . 
systems of credit control. This aspect of the problem is worth while being . 
carefully studied but, as far as I can see, no constructive and promising 
scheme of this type has yet been advanced. The main difficulties, of course, 0 
rest with our deficient insight into the course of the cyclical fluctuations. 8 
It is the third aspect of public works with which we are directly con- t 


cerned here. It is derived from experience so far gained as to the general ‘ 
course of the cyclical movement. If depression has reached a stage marked ; 
by a new equilibrium of restricted demand and supply, expansion of mar- P 
kets and of productive activity can be stimulated by any event creative of . 
prospects of future profits. This mission may very well be assumed by an 
adequate program of public orders established with a view of increasing 
the demand for capital goods which will transmit the stream of enhanced 
purchasing power to the other channels of the economic system. Such | 
orders will be the more helpful the more they are self-liquidating in | 
nature. | 
If financed by public loans they may efficiently act upon the real exchange 
system as well as upon the monetary and credit system by skimming off 
idle capital reserves and diverting them into the process of circulation. 
The fear lest large-scale public orders financed by credit might degenerate 
into inflationary price increases is not to be exaggerated in a country so 
rich in latent productive resources as the United States. As a matter of 
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fact, no real recovery can be imagined apart from a considerable credit 
expansion and government may very well take the lead in inducing it. It 
ems on the other hand quite reasonable to shift a limited burden of 
interest payment to more prosperous periods to come, if the purpose to be 
served is instrumental in accelerating the prosperity move. 

The problems involved in establishing an adequate program of public 
works cannot be dealt with here. What matters in devising such a program 
is far less the question how to provide work for as many unemployed as 
possible than how to select orders conducive to a stimulation of the basic 
industries. 

There remains to be considered the central part of the relief program. 
Even with the most appropriate recovery measures, our ultimate hope of 
complete recovery rests with an unknown factor—the free working of 
economic forces. Therefore we are obliged to reckon, for an indefinite time 
to come, with a considerable volume of unemployment. Moreover even if 
in the near future prosperity again spreads its beneficial effects over the 
American economy, there remain, as more or less constant features, normal, 
seasonal, and technological unemployment which might swell up, time and 
again, to appalling proportions whenever prosperity is followed by a new 
wave of depression. Under these circumstances it seems hardly necessary to 
insist on the urgency of providing a nation-wide scheme of unemployment 
assistance. 

It is not within the province of the present paper to discuss the merits 
of various schemes proposed to cope with this difficult task. But a few 
general observations may be permitted. Above all, a clear distinction is 
to be drawn between the tasks which unemployment insurance can be 
expected to fulfill and others which, though no less important, are defi- 
nitely beyond its strength. Insurance principles, strictly speaking, are ap- 
plicable exclusively to such features of unemployment as are due to events 
occurring within the sphere of the real exchange system, such as ‘“‘normal,” 
“seasonal,” and “technological” unemployment. The schemes of unem- 
ployment insurance, nowadays so eagerly discussed all over this country, 
ate, as a rule, meant to cover these risks. They do not provide for the 
large mass of those unfortunates who are actually unemployed but ex- 
dusively for those who are in position to make claim to benefit by being 
employed during an adequate period. If the insurance problem thus defined 
is looked upon from this angle, the actual depression period may be said 
to be especially advantageous for starting appropriate schemes since the 
insurable percentage of unemployment is likely rather to decrease than to 
increase during the recovery period which is expected to come. Whether, 
in establishing such schemes by states, preference will be given to company 
teserve plans or to plans providing for a pooling of reserves by trades 
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may be left to the decision of the respective legislative bodies on condition 
that the contributions imposed are sufficient to cover the unemployment 
risks involved and adequate equalization funds are provided for meeting 
the risks involved in declining trades. Of course, here, as in any other line 
of insurance, the general rule applies that a scheme is the safer and the 
more appropriate for meeting its objectives the better it complies with the 
general principles of combining good and bad risks. Hence, apart from 
constitutional and administrative questions, a unified national scheme 
would have much to recommend itself. 

So much may be said about the insurable unemployment risk. On the 
other hand cyclical unemployment essentially due to contraction of means 
of payment and credit is to such an extent dependent, as to its incidence, 
its volume, and its distribution in time and space upon unforeseen factors 
that it escapes any attempts at estimating its probability. For this very reason 
its compensation cannot be considered a constituent part of industrial over- 
head charges but is to be financed by a nation-wide relief system the burden 
of which is, in the last resort, to be distributed according to ability to pay. 

It is hardly necessary to add that an efficient machinery of employment 
exchanges is indispensable for running any unemployment assistance 
schemes. 

Summing up the results of the foregoing considerations the following 
fourteen theses may be submitted for discussion: 

1. A clear distinction is to be drawn between a recovery program and 
an unemployment relief program. The first is transitory in nature the second 
partly presents permanent features. 

2. Recovery measures are meant to assist the self-healing forces of the 
economic system in overcoming the depression. Since such measures are 
instrumental in stimulating productive activity, they may be financed out 
of public loans. 

3. Relief measures are intended to take care of the unemployed. They 
have no-direct bearing on the economic activity of periods to come. Thete- 
fore the financial burden resulting from such measures is, on principle, to 
be defrayed out of the current national income. 

4. In establishing both programs the fundamental difference existing 
between the monetary and credit system and the real exchange system of 


the present economic order is clearly to be kept in mind. Cyclical unem- 


ployment, mainly due to disturbances of the monetary and credit system, 
cannot be cured by measures relevant to the real exchange system. 

5. Devaluation of the country’s currency as against other monetaty 
standards can be conceived as a constitutent part of the recovery program 
so far as it is helpful in facilitating export industries in the task of adapting 
costs to prices ruling on international markets. Outright depreciation of the 
currency is a highly undesirable procedure resulting in inflationary price 
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jspersions and in a collapse of the price system when the inflationary 
rocess is stopped. 

6. The crucial task of the recovery program rests with stimulating the 
tivity of capital-goods industries. Any measures which are likely to in- 

ase their costs of production without increasing the demand for their 
yoducts are carefully to be avoided. Therefore general wage increases are 
shighly precarious measure. The same is true of measures which are likely 
) impair the confidence of employers in the regular functioning of the 
edit and price mechanism. 

7. International understandings to the effect of removing obstructions 
to international trade and of facilitating international trade relations (con- 
certed stabilization of currencies) are important elements of a recovery. 

s. As long as the present state of depression continues and private ini- 
tiative is still reluctant to embark on large-scale undertakings, activity of 
apital-goods industries is to be stimulated by a carefully selected program 
of public works or orders. Directly acting on the real exchange system, such 
a program, if financed by public loans, will skim off idle capital reserves 
and direct them into the channels of productive activity. The fear lest this 
method of financing might degenerate into inflationary price increases is 
not to be exaggerated since any recovery is dependent upon an adequate 
credit-expansion. 

9, Among the measures to be considered by the unemployment relief 
program progressive shortening of hours of work with a view of distributing 
available work among as many wage earners as possible is not to be recom- 
mended since it results in increasing costs of production. This measure al- 
most exclusively involves the real exchange system; its application should 
therefore be limited to such cases of unemployment which are due to 
maladjustments of the real exchange system as such (normal, seasonal, and 
technological unemployment). 

10. Public works planned as an emergency measure strictly speaking 
are to be judged in the first instance by the benefit they will confer upon 
those temporarily employed by the respective schemes. Their scope is to 
be adapted to the financial means available since their costs are to be met, 
on principle, out of the current incomes of public funds. 

11. Given the existence of a considerable volume of normal, seasonal, 
and technological unemployment, swelling up to appalling proportions in 
depression periods, the duty of the commonwealth to provide adequate 
telief schemes for those exposed to this professional risk cannot be refuted. 

12. The combined volume of normal, seasonal, and technological un- 
employment which is due to events occurring within the real exchange 
system can fairly be estimated and made basic to insurance schemes financed 
by employers’ and possibly also workers’ contributions. Whether preference 
is given to company reserve plans or plans providing for a pooling of 
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reserves by trades may be left to the decision of the respective bodies, by 
under any circumstances adequate equalization funds are to be establishes 
with a view of meeting the risks involved in declining trades. 

13. A separate relief system is to be set up for meeting the risk involve 
in cyclical unemployment. The financial burden resulting from this scheme 
is to be defrayed out of public funds and, in the last resort, to be distribute; 
according to ability to pay 

14. An efficient machinery of employment exchanges is indispensable 
for running any schemes of unemployment assistance. 


MII 
The 
A 
Millis 
The 
in the 
The 
1.7 
4’ 
99° 
The 
mittec 
Int 
to be | 
very d 
This 1 
years. 
We 
with ¢ 
arst 
Carne 
the 
Th 
fices 
socie 
wide 
tO af 
an a 
as 
ota 
sma 
R 
helt 
the 
1 
sh 


MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN 
ECONOMIC ASSOCIATION, HELD IN CHICAGO, 
ILLINOIS, DECEMBER 26-29, 1934 


The first business meeting of the American Economic Association was held at 
p00 A. M., December 28, 1934, in the Palmer House, Chicago, Illinois, President 
fillis presiding. 

The minutes of the meeting of December 29, 1933, were approved as printed 
in the Proceedings of the Forty-sixth Annual Meeting, pp. 188-90. 

The following reports were read and approved: 

|. The Secretary. (See p. 201.) 

2, The Auditor, Mr. Deibler for Frank E. Kohler and Company. (See p. 206.) 

3, The Treasurer. (See p. 210.) 

4. The Managing Editor. (See p. 211.) 

5. The Finance Committee, Mr. Deibler for Mr. Crennan, Chairman. (See 
p, 213.) 
The following report from the Encyclopedia of the Social Sciences was sub- 
mitted by Professor E. R. A. Seligman and accepted for the records: 


In the circular letter sent on the 23rd of November I stated that Volume XV was expected 
« be published by Christmas. The volume proper is now ready, but the preparation of the 
very detailed index will necessitate the postponment of the final volume until about February. 
This will complete the great enterprise in which we have all been engaged for over seven 


years. 

' We have kept to our promise of having three volumes appear a year. But this, together 
with all sorts of unforseen complications and with the determination at all costs to render a 
‘st class performance, has resulted in far greater expenditure than was anticipated. The 
riginal estimate was $625,000; the final cost will be over double that amount—somewhat 
more than $1,250,000. The funds have been derived from the Rockefeller Foundation, the 
Carnegie Corporation, the Russell Sage Foundation, and private subscriptions. The largest 
contributions have been about $625,000 from the Rockefeller Foundation, and $275,000 from 
the Carnegie Corporation. 

The completion of the enterprise would not have been possible without the generous aid 

f the Rockefeller and the Carnegie foundations, the help of publishers, and the great sacri- 
ices of both time and money on the part of the editorial staff. Every one of the ten sponsoring 
societies ought to help make the enterprise a financial success and give the encyclopedia a 
wider scope of usefulness. This help can take a double form: in the first place, there ought 
to appear, as soon as peut. in each of the scientific Dew 4 of the respective associations, 
an adequate review of the enterprise as a whole; secondly, each of the sponsoring associations 
ought to endeavor—by appropriate means, such as appeals, printed reminders, etc.—to secure 
as subscribers such of its members as have not yet subscribed; and should make an effort to 
btain some local donors who would see to it that the Encyclopedia find a home in the 
smaller colleges and local libraries. 

Royalties during the appearance of the Encyclopedia went to the Encyclopedia itself to 
help defray expenses. After the completion of the Encyclopedia the royalties were to go 
to the Social Research Council. The Council however relinquished this claim in return for 
the sum of approximately $40,000 advanced by the publishers to insure the completion of 
the Encyclopedia. As a consequence, the number of subscribers will have to almost 
doubled before the publisher is reimbursed for this outlay. It is from this angle that we 
are appealing to the constituent societies for help. 

We started out with some five thousand subscribers, who have been cut down by the de- 
pression to about four thousand. The Encyclopedia ought to have a far more widespread 
distribution and I appeal to each of the sponsoring associations to make a serious effort 
to achieve this end. I have endeavored hitherto to impose as little as possible on the time 
and good nature of the members of the constituent societies, but I trust that each one will 
now lend a helping hand in making the Encyclopedia known to a much wider circle. The 
editors have done their best; the further responsibility for the success of our joint enter- 


_ now rests upon the sponsoring societies. May I not hope that each one will do its 
share, 


lies, byf 
blish 
Voly 
Scheme 
r ibuted 
ensable 


198 American Economic Association 


It was voted to instruct the Secretary to convey to Professor Seligman the app Prof 
ciation of the officers and members of the American Economic Association { on Res 
the excellent work that he has done in bringing the Encyclopaedia of the Soxj WHE 
Sciences to a successful completion. t0 coe 

Professor J. F. Ebersole submittel the following report for the Joint Commit, as 

on Statistics of Income contrib 
be it 

In behalf of your ( mittee of Three (J. F. Ebersole, Ralph C. Epstein, and R. M Reso 
Haig) designated by vote of your Executive Committee in December, 1932, to serve as me Univer 
bers of a Joint Committee of nine representatives from the American Economic Associatic Comm: 
the American Statistical Association, and the American Association of University Instrug nomic 
in Accounting, ‘for the purpose of urging the United States Treasury Department to handle 
lish additional statist data on incomes,” an informal report is submitted. Neither 4 Rest 
Committee of Three nor the Joint Committee has approved a formal report. membe 

Numerous conferences of committee members were held, a voluminous corresponden4 FS. 1 
was exchanged betw the members, some specific recommendations concerned largely wit tributi 
the problems of classification and tabulation were made to the bureaus at Washington, a Res 
some improvements in the statistics of income publications have resulted. having 

One of the most interesting of the suggestions made to, and adopted by, the statistical yp of the 
of the Bureau of Internal Revenue has been the separate tabulation of such corporate retury it furt 
as are found to conta plete balance sheets and their classification by size of assets, ti Res 
latter being taken at their nominal book values. to ou 

The performance of the Joint Committee was largely a compromise with time, for quid 
results. A subcommittee of the Joint Committee reported to the American Statistical Ass 
ciation in December, 1933, it is apparent that further matters connected with the incom 
tax statistics could helpfully be studied... .” Tl 

It is the recommendation of your Chairman, solely upon his own responsibility and with T 
out consultation with other committee members, that further improvements could and shou 
be made in statistics of income data as obtained at the source, that for a number of years Sinc 
continuing: responsibility should be assumed by the American Economic Association, an Ass¢ 
that your present Committee of Three or a similar committee should be appointed with ig | 
structions not merely to analyze the progress made, but primarily to suggest practical method shot 
for obtaining more of the fundamental information needed for sound economic analysig far 

It was voted to accept the report and continue the Committee. T 

Dr. E. E. Day submitted the report from the Joint Census Advisory Com - 
mittee. The report was accepted and ordered printed. (See p. 214.) 1 

Professor Edwin F. Gay presented a report as representative to the American tho 
Council of Learned Societies. The membership is referred to the printed repo the 
of the American Council of Learned Societies for a summary of its activities, Tham ‘P 
report was accepted ; 

Professor A. B. Wolfe submitted a report from the Committee on Research. The “ 
report was approved and referred to the Executive Committee for further con- 1 
sideration of the recommendations of the Committee. (See p. 217.) a 

9 . . 

Professor Millis appointed Professors H. H. Preston, of the University of Ya 
Washington, G. G. Groat, of the University of Vermont, and Edgar Johnson, off of 
Emory University, as a Committee on Resolutions. Fo 

Adjourned. 
The second business meeting of the American Economic Association was held Fo 


at 9:00 A. M., December 29, 1934, in the Palmer House, with President Millis 
presiding. 
The minutes of the meeting of December 28, 1934, were read and approved. 
Professor Max Handman presented a report from the Social Science Research F 
Council. (See p. 226.) The report was accepted. 


“Ary 
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Professor H. H. Preston presented the following report from the Committee 
on Resolutions: 


be Soci WHEREAS, The members of the American Economic Association who have been privile 
») attend the Forty-seventh Annual Meeting of the Association held at Chicago, December 
26 to 29, 1934, desire formally to express their gratitude to those who have been primarily 
Mitte responsible for the splendid program and the thorough preliminary preparations which have 
contributed in a very real manner to the comfort and convenience of the delegates; therefore 
be it 
.. M " tescliaill That the Secretary be directed to tender to Dr. E. H. Hahne, of Northwestern 
> aS mer University, chairman of the Committee on Local Arrangements, and to his associates on the 
SOCiatig Committee the appreciation and thanks of the officers and members of the American Eco- 
nStruct, nomic Association for the excellent manner in which all of the details of preparation were 
t to p handled and the comfort and convenience of the delegates provided for; and be it further 
“ither th Resolved, That we express our appreciation to President H. A. Millis and to the other 
members of the Program Committee for the preparation of the program and to Secretary 
POndeng F. §. Deibler, his staff, and to the other officers of the Association for their respective con- 
gely wit tributions to the success of this year’s annual meeting; and be it further 
ton, ap Resolved, That we extend to the management of the Palmer House our appreciation for 
having made available adequate physical facilities and having co-operated with the officers 
tical un of the Association in such a way as to add materially to the value of the meetings; and be 
© returg it further 
ssets, th Resolved, That our thanks be accorded to the local press for the generous publicity given 
to our programs and the activities of our Association. 
OF quid H. H. Preston, Chairman 
al Asso G. G. GROAT 
incom EpGAR H. JOHNSON 


The report was accepted. 
The question of the place of the next annual meeting was discussed informally. 
Since the next meeting will be the fiftieth anniversary of the founding of the 


nd with 
shou 


Years 

wih Association, it was voted that it was the sense of the meeting that due recognition 
te should be taken of this fact in the preparation of the next program, and that so 

method P P 


analysisfam far as is feasible the meetings should be separate. 

This whole question, including the determination of the place of holding the 
meetings, was referred to the Executive Committee with power. 

The Committee on Elections submitted a report of rules, supplementary to 
those adopted by the Executive Committee, for the conduct of elections under 
the by-law that was adopted at the annual meeting in 1933. (See p. 229.) The 
report was approved. 

The Secretary presented the certification of election in accordance with the 
new by-law governing the holding of elections: 


Com 


erican 


report 
s. The 


1. The 
COn- 


The Nominating Committee, consisting of W. F. Willcox, Cornell University, Chairman, 
J. S. Davis, Stanford University, Isador Lubin, U. S. Bureau of Labor Statistics, E. T. 
Miller, University of Texas, Selig Perlman, University of Wisconsin, and R. B. Westerfield, 


ty of Yale University, presented to the Secretary the following list of nominees for the respective 
On, off offices: 
For President 
rned. John Maurice Clark 
Alvin Saunders Johnson 
held For Vice-Presidents 
Millis Frank Hyneman Knight 
Isaiah Leo Sharfman 
Willard Long Thorp 
ved. Albert Benedict Wolfe 
earch For Executive Committee 


Arthur Barto Adams 
Lionel Danforth Edie 


ation {4 
| 
| 
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Walton Hale Han 


Broadus Mitchell REPO! 
For Social Science Research ¢ | Representative 

Sumner Huber Slichte: In 

Joseph Henry Willits 

includi 

For American Council of 1 1 Societies Representative the ye 

Edwin Francis Gay 
Harry Jerome 1. 

In accordance with t iw I am certifying herewith the results of the first election The 

held under the new syst f holding elections. the yea 

From the report of the tellers 1 have the following information: at 10:( 

Number of env pes received 1049 Bond! 

Number wit t names for identification 21 The 

Number of defective ballots 2 annual 

Vot 

Number of legal ballots cast 1026 shall 

On the basis of the canvass of votes cast, I certify that the following persons have been “et 
elected to the respective offices = 

To be 

President (for the ter f one year) John Maurice Clark Th 

declai 

Vice-Presidents (for the f one year): Frank H. Knight Th 

Willard L. Thorp the / 

Members of the Executive Committee (for the term of three years): Walton H. Hamilton -— 

Broadus Mitchel! 

Representative to the S | Science Research Council (for the term prep 

of three years): Sumner Slichter -* 

pusif 

Representative to the An n Council of Learned Societies (for the r 

term of four years) Edwin F. Gay 

Adjourned. 
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REPORT OF THE SECRETARY OF THE ASSOCIATION FOR THE YEAR 
ENDING DECEMBER 15, 1934 


In recording the activities of the Association for the year just ending, I am 
including the minutes of all meetings of the Executive Committee held within 
the year. 

1. Minutes of the first meeting of the 1934 Executive Committee: 


The first meeting of the Executive Committee of the American Economic Association for 
the year 1934 was held in the Columbia University Club, New York City, March 17, 1934, 
at 10:00 A.M. There were present, President Millis, presiding, and Messrs. Barnett, Bogart, 
Bonbright, Deibler, Dewey, Fairchild, Ise, McCabe, Tucker, and Williams. 

The following rules for the conduct of elections under the by-laws adopted at the last 
annual meeting were approved: 


Voting for officers of the Association shall be limited to members (not subscribers), and 
shall be by mail ballot. A ballot containing the names of the several nominees for each office 
shal! be sent to each member on or before November 10. The member shall return his ballot, 
with his choices appropriately marked, to the Secretary of the Association in a sealed envelop. 
To be counted the ballot must be received by the Secretary not later than December 15. 

Those persons receiving the largest number of votes cast for the particular offices shall be 
declared elected. 

The votes shall be canvassed by a Committee on Election and certified to the Secretary of 
the Association, who shall announce the results of the election at the final session of the 
annual business meeting of the Association. 

The President of the Association shall appoint, not later than September 1 of each 
year, a committee of three to constitute the Committee on Election. This Committee shall 
prepare an appropriate ballot, carrying the names of all nominees for the elective offices. 
It shall prepare and submit with the ballot a statement showing the principal academic, 
business, or other position then held by each of the nominees. 


Voted: To ratify the selection of Chicago as the place for holding the next annual meeting. 

Voted: That the sessions shall begin on Wednesday afternoon, December 26, and close at 
noon on Saturday, December 29. 

Voted: To authorize the President and Secretary to appoint a chairman of the Committee 
on Local Arrangements. 

Voted: To authorize an exchange of advertising with the new quarterly entitled Social 
Research. 

Voted: To authorize the President and Secretary to prepare an appropriate letter to be sent 
to Professor Richard T. Ely on the occasion of his eightieth birthday. 

Voted: To defer action until the next annual meeting on the question of special considera- 
tion of persons who have been members of the Association for a period of fifty years. 

Voted: To appropriate not to exceed $200 for the Committee on Research. 

Voted: To defer action for the present on the question of an essay contest among under- 
graduates in American colleges. (Cf. Supplement to the March, 1934, Review, p. 191.) 

At the last annual meeting Alvin H. Hansen was elected a representative to the Social 
Science Research Council. Since he was temporarily in the employ of the Council on a re- 
search project, he was not able to qualify for the position. 

Voted: To appoint A. B. Wolfe to serve as the representative of the Association on the 
Council until such time as Professor Hansen can qualify. 

The Treasurer presented the following statement of the financial condition of the Associa- 
tion as of March 1: 


The financial condition of the Association as of March 1, 1934, is somewhat improved over 
that of the corresponding date a year ago. All items of income show increases except interest 
earned, which is less because of the sale of several high yield bonds and the investment in 
lower yields. In addition we have had one default since January 1, the first during the depres- 
sion. This was the Chicago and Rock Island Railroad bond. This interest item shows a 
decline of $182.29, but the total income shows an increase of $93.09. Income from dues and 
subscriptions is higher than last year at the corresponding date by $233.13. Both sales and 
advertising are up small amounts. 

The most encouraging sign is the membership list. A year ago we had a total decline of 
162 members and oaaoliian by the end of February as compared with the date of the audit 


| 
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in the previous December. This year we had a total decline of only 11 members and sy, 
scribers as of the « sonding date. During the first fourteen days in March we have 
received 29 new, or reinstated mbers and subscribers, which cancels our total loss ang 
starts the membership rol! on an upward swing. While our records in December showed , 
net loss for the year 1933, we were, at the end of February, 1934, within 49 of the numb. 
at the corresponding date last year. 

Bills for the March issue and the Proceedings are not in as yet, but since we have bough 
and paid for the paper stock for the whole year, the cash position of the Association ig jy 
excellent condition. The h position of the Association as of February 28, compared with 
that of last year, is as f VS 

1933 1934 
Cash on hand ... $ 9,412.10 $ 4,977.6 
Certificates of deposit 2,000.00 
Savings . .. 2,962.01 6,036.51 


$14,383.11 $13,014.19 


1933 1934 
Investments .. $34,962.98 $38,916.71 


The large cash item ($9,421.10) last year was the result of the sale of certain securities 
and the funds had not yet been reinvested. This is shown in the investment figures of Febrv. 
ary, 1934, which are $3,9 3 above the 1933 figure. With this explanation in mind, the 
$13,014.19 of quick assets, as of February 28, indicate that the Association is in ver 
sound financial position and will doubtless show a sizeable surplus at the end of the year, 


Voted: That the space allotted in the Proceedings to a round table session be limited to 
one thousand words, to be prepared by the chairman of the session in a form appropriate 
for publication. 


After an informal! discussion of the program for the next annual meeting the Committee 
adjourned at 5 P.M. 


2. Minutes of the second meeting of the 1934 Executive Committee: 


The second meeting of the Executive Committee of the American Economic Association 
for the year 1934 was h the Palmer House, Chicago, Illinois, December 27, 1934, at | 
5:00 P.M. There were present, Vice-President Fairchild, presiding, and Messrs. Barnett, 
Bogart, Daggett, Deibler, Dewey, Ise, and Williams. 

The minutes of the last meeting were read and approved. 

Dean Edgar Johnson, of Emory University, presented an invitation to the Association to 
hold its next meeting in Atlanta, Georgia. Action on this invitation was deferred until plans 
for the meeting were to be led 

Professor A. B. Wolfe discussed the proposals of the Committee on Research. 

Voted: That the report be presented to the business meeting of the Association with the 
recommendation that it printed and the requests for appropriations be referred to the 
Executive Committee with power to act 

Voted: To pass over the proposal received from Dr. Meredith Givens concerning a te- 
organization of the Joint ¢ Advisory Committee until a more definite plan is submitted 
from the Committee. 

Voted: That it would be expedient to grant the request of the South African Journal 
of Economics to make mutual arrangements for reduced rates. 

Voted: To instruct the tary to correspond with the secretaries of the other associa 
tions concerning the question of exhibits at our annual meetings and to report results with a 
recommendation at the March meeting of the Executive Comntittee. 

Voted: That the traveling and hotel expenses for a meeting of the Committee to Select 4 
New Secretary be appropr 

Voted: That F. §. Deibler be appointed Secretary-Treasurer until the Committee to Select 
a New Secretary makes its report 


Adjourned. 


The adjourned meeti: f the Executive Committee of the American Economic Association 
was held at the Palmer House on December 28, 1934, at 5:00 P.M. There were present. 
President Millis, presidis nd Messrs. Barnett, Bogart, Daggett, Deibler, Dewey, Ise, and 
Williams. 


Voted: To reappoint E. E. Day as a member of the Joint Census Advisory Committee for 
term of three years. 
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Voted: To reappoint C. H. Crennan, George B. Roberts, and-F. §. Deibler a Finance 
Committee for the year 1935. 

Voted: To reappoint John E. Walker as Counsel for the Association for the year 1935. 

Voted: To appoint L. C. Marshall as representative from the American Economic Associa- 
jon to the Business Research Council, Inc., for a term of three years. 

The question of the next annual meeting was discussed. Since the next meeting will be 
the fiftieth anniversary of the founding of the Association it was voted to bring this question 
to the attention of the members at the annual business meeting with the recommendation that 
he next meeting be made commemorative of the founding of the Association, and that an 
fort be made to bring together as many of the charter members as are able to attend the 


sessions. 
It was further recommended that so far as feasible the sessions should be developed inde- 

rendent of the meetings of other associations. 

Adjourned. 


3. Minutes of the first meeting of the 1935 Executive Committee: 


The first meeting of the Executive Committee of the American Economic Association for 
the year 1935 was held in the Palmer House, Chicago, Illinois, at 12:00 M., December 
29, 1934. There were present, President Clark, presiding, and Messrs. Barnett, Bogart, 
Deibler, Dewey, Millis, and Williams. 

Voted: To instruct the Secretary to write the secretaries of the other associations that in 
view of the plans of the American Economic Association to hold a special commemorative 
session next year and of the desire of the Association to be free to select a place for these 
meetings that will enable as many of the charter members as possible to attend, the Executive 
Committee has thought it wise to withdraw for the current year from the plan of voting in 
determination of the place of holding the annual meetings. 

Voted: That, in view of the plans for an anniversary meeting, it is the sense of the Execu- 
tive Committee that New York City is most conveniently located for carrying out these plans. 

Adjourned. 

The office of the Secretary has carried on the regular business of the Association 
during the current year, including the editing of the Proceedings, which were 
published as a supplement of the March, 1934, issue of the Review. We have 
continued the policy of securing favorable rates on publications that were thought 
to be of special interest to the members of the Association. 


The President made the following appointments during the year: 


Nominating Committee 
W. F. Willcox, Chairman 
J. S. Davis 
Isador Lubin 
E. T. Miller 
Selig Perlman 
R. B. Westerfield 
Committee on Elections 
Ernest L. Bogart 
Morris Copeland 
F. S. Deibler 
Committee to Select a New Secretary 
F. S. Deibler 
Edwin F. Gay 
Max Handman 
Alvin S. Johnson 
Harold G. Moulton 
Auditor 
Frank E. Kohler and Company 
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of the following members, and that we have had to remove their names from 


the active membership list: 

SIDNEY C. BorG J. EDwARD MEEKER 

RICHARD R. BOWKER Member) WILLIAM W. RIsSSINGER 

Epwarp S. CLARK (Life Member) GeEorGE B. ROORBACH 
X, Sup. JoHN CANDLER COBB Louis A. RUFENER 
Idresso. CHARLES RALPH FAy WILLIAM F. SAUTER 

FREDERICK. D. GARDNER (Life Member) ANDREW SQUIRE 

Otto H. KAHN (Life Member) G. C. F. WiLiiaMs 

Ivy L. LEE WALTER Woop 


HELEN S. WoopBury 


Respectfully submitted, 
nd the F. S. DEIBLER, Secretary 
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REPORT OF THE AUDITOR 


Expens 
Pr 

| December 21, 1934 

Executive Committee 

American Economic Association, Inc., Ed 
Evanston, Illinois. Pa 
Ec 
GENTLEMEN: Or 


Our report on the a 


financial statements 


lit of the American Economic Association, Inc., for the 
year ending December 15, 1934, is submitted below, together with the following 


Exhibit Number 
Balance sheet—December 15, 1934 I 
Statement of income and expense—Year ending 
December 15, 1934 II 
Results from Operations 
For the year ending December 15, 1934, operations resulted in a net income 
of $3,166.01 contrasted with a net loss of $799.42 for the year ending December 
13, 1933. A comparison of operating results for the two years is shown in the 
following summary: 
Year ending Increase 
December December or 
Pa 13, 1933 15, 1934 Decrease 
Income from— 
.. $11,889.66 $12,346.80 $ 457.14 
Interest on bonds and deposits, and dividends 
on stocks .. 1,923.14 1,920.43 2.71 
Profit or Joss on sale: 1,894.00 288.40 2,182.40 
Economic Essays— 
Royalties ... 9.67 5.47 4.20 
Overpayment of 1 134.00 —— 134.00 
Other sources . 1.39 2.46 1.07 
Total income ..$11,795.86 $14,563.56 $ 2,767.70 
Expenses and costs— 
Administrative and < ting expenses ....$ 5,493.03 $ 5,369.40 $ 123.63 
Publication costs 13,287.33 12,590.62 696.71 
Publication income 6,185.08 6,562.47 377.39 
Total expenses ar $12,595.28 $11,397.55 $ 1,197.73 
Net income or ex $ 799.42 $ 3,166.01 $ 3,965.43 


At December 15, 193 
represented an increase of 


Publication income and 


in the following summary 


Particul 


Income— 
Subscriptions, other t 
Sales of copies ... 
Advertising .. 


Total income 
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151 during the year. 


i, members and subscribers totalled 3,572, which figure 


expenses for the years 1933 and 1934 are compared 


Year Budget 
1933 1934 for 1934 
rs ......$ 4,895.17 $ 4,994.12 
487.66 725.11 — 
802.25 843.24 
$ 6,185.08 $ 6,562.47 aaa 
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Fypenses— 
Printing of— 
Other costs and expenses ...... 5 er es 484.69 370.34 350.00 
$13,287.33 $12,590.62 $11,550.00 
Net publication expense ................ $ 7,102.25 $ 6,028.15 — 


The Review editor's expense budget, shown above, was based on the printing 
of 3,700 copies of each issue. However, 3,800 copies of the March issue and 3,900 
copies of each of the other three issues were printed with a total of 852 pages for 
the four issues. Thirty-seven hundred copies of the Proceedings (232 pages) 
were printed. No handbook was issued in 1934. 


Changes in Financial Condition 


Balance sheets at December 13, 1933, and December 15, 1934, are compared 
below: 


Increase 
December December or 
Assets 13, 1933 15, 1934 Decrease 
Investments, at cost .......... 36,916.71 34,943.71 1,973.00 
Furniture, fretures, €00., Af COSE 1,118.15 1,120.65 2.50 
Reserve for depreciation ........ (athe ae 752.04 841.69 89.65 
Liabilities and Net Worth 
Unearned income .......... 2,017.67 2,783.50 765.83 
Membership extension fund ................ wseee 4337.36 3,994.18 343.18 
Surplus— 
“Balance, December 13, 1933 34,753.73 34,753.73 — 
Net income for the year ending December 15, 1934 — 3,166.01 3,166.01 
Transfer from life memberships to surplus—1934. — 325.00 325.00 
Total liabilities and net worth .......... $46,275.30 $49,883.90 $ 3,608.60 


On June 27, Bell Telephone Company of Pennsylvania first and refunding 
mortgage bonds (par value $2,000.00), having a cost of $1,973.00, were sold at 
a profit of $288.40, which appears in Exhibit II. 

Market value of investments at December 15, 1934, was not ascertained. 

All stocks and bonds are in the custody of the State Bank and Trust Company, 
Evanston, Illinois. 

We appreciate the courtesies shown our representative during the course of 
the audit. 

Very truly yours, 
FRANK E. KOHLER AND COMPANY 
Certified Public Accountants 
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CURRENT ASSETS AND IN 
Cash in State Bank a 
Illinois— 
Checking accou: 
Savings account 
Certificate of 


Investments, at cost 
Bonds, par val 
Stocks 


Receivables— 
Interest accrued 


Membership 
Review advertising 
Publication sales 


Subscriptions 
Sundry . 


Less—Reserves f 


Inventories, at cost 
Economic Essay 
Paper and cover 
Stamped envelo 


FURNITURE, FIXTURES A 
cost 


Less—Reserve for 


Total asset 


CuRRENT LIABILITIES 
Acceunts payable 
Unearned income 

Membership 
Subscriptions 


MEMBERSHIP EXTENSION 


NET WORTH: 
Life memberships 
Surplus unappropriz 


Balance, Decem! 
Net income for 


15, 1934 


Transfer from life 1 
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EXHIBIT I 
AMERICAN ECONOMIC ASSOCIATION, INC. 
BALANCE SHEET 
DECEMBER 15, 1934 
Assets 
VESTMENTS 
1 Trust Company, Evanston, 
..-$ 2,991.86 
6,105.72 
2,000.00 $11,097.58 
.. 3,954.23 34,943.71 
....$ 329.46 
eS 263.75 
44.68 
47.50 
11.75 
vables .$ 1,019.01 
ul accounts ..... 160.00 859.01 
stock 1,272.36 
pes ee 227.48 2,704.64 $49,604.94 
ND BOUND PERIODICALS, at 
$ 1,120.65 
iation 841.69 278.96 
$49,883.90 
Liabilities and Net Worth 
$ 36.48 
.$ 510.00 
eee 2,273.50 2,783.50 $ 2,819.98 
3,994.18 
$ 4,825.00 
year ending December 
Exhibit II) 3,166.01 
emberships 325.00 38,244.74 43,069.74 
nd net worth $49,883.90 


Total liab 
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EXHIBIT II 


AMERICAN ECONOMIC ASSOCIATION, INC. 
STATEMENT OF INCOME AND EXPENSE YEAR ENDING DECEMBER 15, 1934 


Particulars Amount 
INCOME FROM: 
Dues— 
Regular members (after deducting $89.44 de- 
faulted dues unpaid at December 15, 


Subscribing and contributing members .... 340.00 $12,346.80 


Other sources (net)— 
Income from investments— 
Interest earned on— 


4604605460 $ 1,593.13 
Dividends received on stocks ........ 218.07 
Less—Custodian’s fee .............. 35.79 $ 1,920.43 
Profit on sale of bond ............eee0e. 288.40 
Profit on sale of Economic Essays ........ By 
Royalties on Economic Essays ............ 5.47 
Miscellaneous income ..........ee+0200% 1.71 2,216.76 
EXPENSES: 
Administrative and other operating expenses— 
Stationery and printing ...............4.. 166.39 
Telephone and telegrams ............... 45.88 
== Executive Committee expense ............ 457.20 
Other committee expemses ............-.. 65.03 
American Council of Learned Societies .... 55.00 
50.00 
82.51 $ 5,369.40 
9.98 Publication expenses— 
Printing of — 
2,500.00 
1,384.75 
Editor's traveling expenses ............. 14.94 
Editorial clerical salaries ............20.. 2,420.00 
Editorial supplies and expenses ......... 326.12 
974 Sundry publication expenses ............. 29.28 
3.90 Total publication expenses ........ $12,590.62 
— Less—Publication income— 
Subscriptions, other than 
from members ........ $4,994.12 
Sales of copies .......... 725.11 
843.24 6,562.47 6,028.15 
Net income (Exhibit I) ............ $ 3,166.01 
— 


| 
| 
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REPORT OF THE TREASURER OF THE ASSOCIATION FOR THE YEAR 
ENDING DECEMBER 15, 1934 


The financial condition of the Association as of December 15, 1934, can be 
found in the report of the auditor. The report of the treasurer is developed from 
figures shown in that report. 

The total assets of the Association now amount to $49,883.00, which repre. 
sents an increase of $3,608.60 during the year. This total includes cash items of 
$11,097.58, the investment list, at cost, of $34,943.71, receivables of $859.01, 
inventories, including unsold copies of Economic Essays, paper and cover stock, 
and stamped envelopes, of $2,704.64, and furniture, nxtures, etc., of $278.96. 

The total receipts during the year from all sources amounted to $21,126.03, as 
against $19,904.74 for the year 1933, which represents an increase of $2,031.55, 
The total expenses of the Association amounted to $17,960.02, as against 
$18,780.36 the previous year, a difference of $820.34. This difference is ac. 
counted for mainly by the fact that the handbook was not published in the year 
1934. 

The net income for the year is $3,166.01, which is a distinct improvement over 
the year 1933. This favorable situation reflects the influence of an increase in 
membership, in sales, in advertising, and in subscriptions as well as a reduction 
in the expenditures. 

I want to direct the attention of the Association to the favorable showing of 
the investment list. Up to date there has been no default in either interest or 
principal. During the early part of the year the interest was delayed on one security 
but this item was later paid in full. The liquidating value of the list on December 
15 was only $229.71 below the cost value. A year ago the market value of the 
list was $5,394.18 below cost. Credit for this excellent showing is due to the 
care which the Finance Committee has devoted to the interests of the Association. 

The Association has come through this trying period in excellent financial 
condition. It can continue to operate as in the past within its present income. 

Respectfully submitted, 
F. S. DEIBLER, Treasurer 
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REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING 
DECEMBER, 1934 


The cost of the Review during 1934 was $11,301.30, about $30.00 less than 
in 1933, and approximately $250.00 less than the budget estimate submitted a 
year ago. 

' The number of copies printed averaged 3,875, or 50 less than in 1933. The 
qumber of pages printed in 1934 was 805, as compared with 809 in the previous 


year. 
' The expenses during 1934 by principal items were as follows: 


Printing (paper, reprints, postage, etc.) ............-. $ 4,670.43° 
Supplies 326.12 

$11,301.30 


On the basis of printing the same number of copies in 1935 as during the 
past year—namely, 3,875—the following budget for 1935 is submitted: 


Printing (paper, reprints, postage, etc.) ..........-- $ 4,700.00 
400.00 

$11,645.00 


The following persons have served as editors during the past year: Professors 
F. A. Bradford and P. T. Homan, whose terms expire this year; Professors 
Carter Goodrich and A. B. Wolfe, whose terms expire in 1935; and Professors 
R. G. Blakey and H. H. Preston, whose terms expire in 1936. During the year 
203 persons have co-operated in writing leading articles, communications, reviews, 
and notes. 

The printing of titles of articles in periodicals has been continued. This depart- 
ment takes 48 pages. The editors have little or no evidence as yet as to whether 
the inclusion of these lists is worth while. Unless there be criticism on the basis 
that the space could be used to better advantage for other purposes, this depart- 
ment will be continued. 

The usual tables are appended. 

Respectfully submitted, 
Davis R. Dewey, Managing Editor 


‘The Editor’s report is based on the calendar year. The Treasurer’s and the Auditor's 
reports are on the fiscal year December 13, 1933, to December 15, 1934. 
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Taste I 
PAGES GIVEN TO EACH 8ECTION* 
——. 
New [Documents 
Leading |Periodical ever 
Year articles |‘ list abstracts | Notes | Theses | Totals Dec 
men 
1920 395 155 98 122 42 1s 936 rin 
1921 332 | 133 39 117 38 11 ™ P 
1922 293 | 158 35 124 37 13 752 T 
1923 298 | 122 184 26 113 43 14 800 
1924 339 I 19% 23 113 42 18 836 Boat 
1925 325 178 27 110 38 23 833 $ 1, 
1926 270 184 1§ 108 43 27 784 1, 
1927 262 | 2 195 32 114 42 27 793 1, 
1928 335° 176 12 121 45 28 828 
1929 315 | 181 173 18 I 52 28 768 I 
1930 210 12 58 29 811 
1931 369 | 170 197 13 ~ 40 a5 814 l, 
1932 351 175 203 12 ~ 27 24 793 1 
1933 360 | 178 1'79 6 34 28 24 809 7 
1934 376 12 188 7 48 44 22 805 rt 
* Figures for 1911-19 may be found in the report for 1930, published in the Supplement, March, : 
1931, p. 284. 1 
II : 
EXPENDITURES 
= 
Y Printing Salary of Payments to Clerical Suppli 1 
ear rinting erica upplies Totals 
1 
1920 $6,656.31 | $1,500.00 | $1,122.75 | $1,595.64 $307.20 $11, 181.90 
1921 5,646.97 1,500.00 64.50 1,472.50 319.97 9,003.94 
1922 4,795.28 1,5 I, 370.00 314.77 7,980.05 Sto 
1923 5,032.59 1,5 o | a 1,650.09 437.86 8,620.54 Fir 
1924 5,423.28 1,500.00 | 1,110.25 1,464.01 305.32 9, 802.86 J. 
1925 5 ,'713.01 1,500.00 | 1,133.50 1,75°7.32 406.36 10, $10.19 Li 
1926 5,332.24 1,500.00 | 1,128.00 1,589.86 323.43 9,873.53 
1927 5,619.20 1,500.00 | 1,013.75 1,806.50 297.25 10, 236.70 
1938 5,321.95 I, 500.00 | 1,190.50 1,956.50 375.37 10, 344.32 
1929 4,927. 1,500.00 | 1 328.75 2,004.50 261.72 10,022.59 
1930 5,386.67 | 2,500.00 | 1,447.75 | 2,253.00 347.80 11,93$.22 
1931 5,399.94 2,500.00 | 1,454.75 2,300.00 327.60 11,982.29 
1932 9,144.23 2,500.00 | 1,4§1.00 2, 300.00 386.13 11,780. 36 
1933 4,606.07 2,f00.00 | 1,408.25 2,436.00 380.75 II, 331.07 
1934 4,670.43 2,5 > | 1,384.75 2,420.00 326.12 II, 301.30 
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REPORT OF THE FINANCE COMMITTEE 


The total investment list of the Association, carried at cost or market, which- 
ever is lower, mow amounts to $32,688.93. The market value of the list on 
December 15, 1934, was $229.71 below cost, which represents a distinct improve- 
ment during the year. To date there has been no default either of interest or 
rincipal. The annual interest return from the list now amounts to $1,803.52. 
The list, at market or cost, whichever is lower, stands as follows: 


* 1,000.00 Alabama Power Co. 1st Mtg. Lien & Ref. ............--000055 $ 860.00 
1,000.00 By-Prod. Coke Corp. ist Mtg. Gold Bond .................+. 775.00 
1,000.00 Chicago, Rock Island & Pac. Equip. Trust Ser. “P” ............ 550.00 
1,000.00 City of Cleveland Water Works 1,039.00 
1,000.00 City of New York Corp. Stock Water ........... 1,000.00 
1,000.00 Crown Willamette Paper Co. Ist S.F. 1,005.75 
1,000.00 Detroit Edison Co., Gen. & Ref. Series “DD” .................. 1,042.50 
1,000.00 National Dairy Prod. Corp. Gold Debenture .................. 990.00 
2,000.00 Northern Pacific Ry. Co. Ref. & Imp. 1,930.00 
1,000.00 Louisville Gas & Elec. Co. 1st & Ref. 915.00 
1,000.00 North Amer. Edison Co. Debenture Series “C” ................ 752.00 
2,000.00 Pacific Gas & Elec. Co. ist & Ref. ........ccccccccccscccevees 1,970.00 

Stocks 
Total $32,688.93 

Respectfully submitted, 


C. H, CRENNAN, Chairman 
GEORGE B. ROBERTS 
F. S. DEIBLER 
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REPORT OF THE JOINT CENSUS ADVISORY COMMITTEE rave 
manu 
The Joint Advisory Committee of the American Statistical Association and the bse 
American Economic Association held two meetings in 1934, one on April 21 and merce 
the other on December 14 and 15. Re 
At the April meeting one of the subjects that came up for consideration was ae 
that of checking and improving the birth and death registration, the evidence ing \ 
submitted indicating that in many states the registration was seriously deficient T 
and probably fell below the 90 per cent standard required for admission to the me 
registration area. The Committee passed the following resolution: his 
WHEREAS, The registration areas for births and deaths have now been completed after for | 
more than thirty years of persistent effort by the Bureau of the Census, aided by the Ameri. it 
can Public Health Ass tion and other organizations; and mit 
WHEREAS, The integrity of this achievement is threatened by retarded, incomplete, and tion 
defective registration in a number of states; and cen: 
WHEREAS, Further progress in vital statistics demands closer co-operation between the es 
Bureau of the Census and the various state registration offices, to the end of protecting and \ 
strengthening the birth and death registration; therefore be it fun 
Resolved, That the Bureau of the Census should be authorized, and provided with funds, bie 
to employ a limited number of special field agents to represent the Bureau in the develop. 
ment of such co-operation, and in maintaining effective supervision over the registration in § 
areas. the 
The Director of the Census has taken this matter up and asked for authority ha 
and funds to enable him to appoint a limited number of qualified men on vital ing 
statistics work, who could be employed part of the time in the office here in Wash- for 
ington and the rest in the field. fol 
Another matter brought to the attention of the Committee was that of having | 
the Bureau prepare life tables as it had done following the censuses of 1910 and the 
1920. On this question the Committee passed the following resolution: 1“ 
Resolved, That the Director of the Census be advised that it is the opinion of the Ad- th 
visory Committee that the work on life tables already begun should be continued and com- an 
pleted; and that a committee of high authority in the actuarial field be consulted as to the oe 
validity of the methods employed and the results obtained. ‘ 
As regards the printing situation, the Committee found that while funds for 
completing the printing of the Fifteenth Census reports had been provided and c 
these reports had all been printed, the Bureau still had no funds for printing the te 
1931 and 1932 regular annual reports on mortality statistics, birth statistics, and , 
financial statistics of cities, nor for printing the complete report on the 1931 
biennial census of manufactures. In view of that situation the Committee passed t 
the following resolution: 
WHEREAS, The Committee finds that no provision has yet been made for printing the 
1931 and 1932 regular annual reports on mortality statistics, birth statistics, and financial ) 
statistics of cities, although the data for these reports have been compiled in regular course ) 
as provided by law, the tabulations completed, and the manuscript prepared for the printer; 
and | 
| 


WHEREAS, The Committee finds also that there is no provision for printing a complete 
biennial report on manufactures for the year 1931, and that all that has oe published thus 
far for that census is a series of printed pamphlets aggregating about 270 pages supple 
mented by a series of mimeographed press releases, making a very poor substitute for the 
cloth-bound octavo volume of about 1,500 pages regularly printed for the Diennial censuses 
of 1921, 1923, 1925, and 1927; and 

WHEREAS, So long as the above mentioned reports are not printed, statistics of incalculable 
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walue relating to such important subjects as population growth, health, public finance, and 
manufactures will remain unavailable; therefore be it 
~ Resolved, That this Committee commends and will be glad to support or assist in any 
way it can the efforts being made by the Director of the Census and the Secretary of Com- 
merce to secure the funds needed for the printing of these valuable reports; but be it further 
Resolved, That this Committee can but deplore and criticize a condition under which, as 
pere illustrated, valuable and costly statistical surveys required or authorized by law are 
undertaken and conducted without any assurance or certainty that adequate funds for print- 
ing will ever be provided. 


The question of the form and content of the annual reports on vital statistics 
was on the agenda for this meeting but the Committee were of the opinion that 
this was a question which should be referred to a committee specially organized 
for that purpose. Other subjects which were brought to the attention of the Com- 
mittee but on which they made no specific recommendations included the situa- 
tion of the 1933 census of manufactures and the plans for the quinquennial 
census of agriculture. 

When the Committee met again in December it was gratified to find that 
funds had been provided for printing the delayed reports; that the report on the 
biennial census of manufactures would be a volume of about 1,300 pages similar 
in scope and detail to the printed reports of the previous biennial censuses; that 
the seven volumes covered by the resolution passed at the previous meeting 
had all been sent to the printer and that five of them had been released for print- 
ing and one already printed. On the other hand, it found that the funds available 
for printing the reports of the current year were quite inadequate. It passed the 
following resolution relative to this situation: 

WHEREAS, The Committee on two occasions passed resolutions deploring the fact that 
the printing funds allotted to the Census Bureau had not in the past sufficient to in- 
sure the complete and prompt publication of its reports; and 

WHEREAS, The Committee is gratified to learn that since its last previous meeting in April 
the Secretary of Commerce has secured funds to provide for the printing of the delayed 
annual reports on vital statistics and financial statistics of cities, and also the biennial report 
on the census of manufactures; and 

WHEREAS, The Committee finds that these reports have now all gone to the printer and 
that one of them is already printed; therefore be it 

Resolved, That in view of what the Secretary of Commerce has already accomplished in 
securing needed funds for printing and of the interest he is manifesting in the work of the 
Census Bureau, the Committee feels that it can rest assured that every effort will be made 
to correct the present unfortunate situation in which the funds available to the Bureau are 
till insufficient to provide for printing all the reports that will be completed in the current 
fiscal year; and be it further 

Resolved, That copies of this and the previous resolutions passed by the Committee on 
7 subject of printing be transmitted by the Chairman of the Committee to the Secretary 
of Commerce. 


At this meeting the Committee was invited to pass upon a report that had been 
prepared and submitted to the Director of the Census by a committee of the Cen- 
tral Statistical Board making certain recommendations regarding Bureau policies, 
positions, and organization units. These recommendations related mainly to a 
better system of cost accounting, keeping better personnel records, and measures 
for improving the efficiency and organization of the personnel of the Bureau. The 
Committee passed a resolution approving in general the recommendations in this 
report “subject to the certain qualifications as stipulated by the Assistant Sec- 
tetary of Commerce in a memorandum to the Secretary of Commerce and approved 
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by the latter.” It passed also the following resolution stressing the importance 
of a specific recommendation: 


Resolved, That this Committee, having examined the Final Recommendations of the Cen. 
tral Statistical Board to the Bureau of the Census on Certain Bureau Policies, Positions and 
Organization Units, dated October 19, 1934, is particularly impressed with the importance 
of recommendation 5, reading as follows: ‘That special attention be given to the need for 
professionally trained persons for work of a professional character in the Bureau”; and the 


Committee therefore recommends that the Bureau of the Census endeavor to fill vacancies 
in its staff wherever possible by professjonally trained personnel; and that it prepare plans 
for relating research functions to functions of statistical production and administration jn 


such ways as to provide continuous employment for a technically trained staff. The Com. 
mittee further recommends that efforts be made by means of a review of the Bureau's 
existing personnel classification and by means of adequate appropriations for positions which 
are now or which subsequently become vacant in the Bureau to attract and retain personnel 
of the highest professional competence on the Bureau's staff. The Committee solicits for 
the Bureau, to assist it in accomplishing these objects, the continued support of the Secre. 
tary of Commerce, the Congress, the Bureau of the Budget and the Civil Service Com. 


mission, and expresses its gratification for the sympathetic attention which these have al. 
ready given to the Bureau's needs, 


The Committee also passed a resolution approving a report on the field service 
of the Bureau which had been prepared and presented to the Director by repre. 
sentatives of the field staff of the Civil Service Commission acting as special 
agents of the Census Bureau. 

The Committee passed resolutions recommending that legislation be sought to 
provide for quinquennial and annual censuses of manufactures and for a biennial 
census of trade and services. It went on record as being in favor of taking a 
census of population in the year 1935. Bills covering all these projects had already 
been drafted ready for submission to Congress at the coming session. 

The Committee gave some consideration to the general question of what the 
function and organization of a census advisory committee should be, having 
in mind certain proposals that had been made informally for reorganizing the 
present committee with a view to making it more representative. The Com- 
mittee felt that the subject required further study and will later submit recom- 
mendations regarding it. ; 


EDMUND E. Day, Chairman 
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FINAL REPORT OF THE COMMITTEE ON RESEARCH 


Some years ago the Social Science Research Council made a small grant of 
money to each of its constituent societies for the purpose of considering how the 
Council and the constituent societies might co-operate in the most effective manner 
«0 foster research. Committees on policy or on research were thereupon appointed 
in several of the societies, notably by the American Economic Association, the 
American Historical Association, the American Statistical Association, the Ameri- 
an Political Science Association, and the American Sociological Society. The ac- 
tivity thus initiated resulted in reports on organization for research in the historical, 
satistical, political science, and sociological societies, and in some of them elabo- 
ute plans for the reorganization of the society. The Historical Association pub- 
lished, in 1932, a 150-page monograph—the report of the Association’s Commit- 
tee on the Planning of Research—on the needs and opportunities of historical 
cholarship in America. Extensive reports on research and on general reorganiza- 
tion have been published in the journals of the statistical and sociological societies, 
and in part have been put into effect. The Political Science Association has set up a 
standing Committee on Policy, with subcommittees on political education, publica- 
tion, personnel, and research. In 1927 the Political Science Association secured a 
grant of $7,500 from the Carnegie Corporation for a survey of the field of politi- 
cal science activity, and in 1930 a grant of $67,500, from the same source, to carry 
out some of the proposals of the Association’s Policy Committee. The other as- 
sociations have thus been somewhat more active in regard to problems pertaining 
to organization and function than has the American Economic Association. 

In October, 1931, at the request of the Social Science Research Council an infor- 
mal meeting of representatives of the Council and of the American Economic As- 
sociation was held in Chicago to consider ways and means of promoting economic 
research, The report of this Interim Committee on Research was published in the 
American Economic Review Supplement, March, 1932, pp. 295, 296. It recom- 
mended that the Executive Committee appoint a standing Committee on Research. 
The Executive Committee appointed another committee to consider the matter. 
The report of this 1932-33 committee may be found in the Review Supplement, 
March, 1933, pp. 195, 196. The Committee was continued, constituted of the 
Association’s representatives on the S.S.R.C. The present Committee is thus the 
successor of previous committees charged with the same task of considering or- 
ganization for the promotion of economic research. 

In 1933 the present Committee held two preliminary meetings, one in Fran- 
conia in September and one in Chicago in October. The Committee decided, be- 
fore going further, to consult a wider representation of the Association. Letters 
were sent to some seventy or eighty members, asking their opinion on the problem 
of the Association’s relation to research, At the 1933 meeting of the Association in 
Philadelphia a special round table meeting was held, attended by some thirty 
members of the Association. The discussion at this round table, and the letters 
previously received by the Committee, indicated that there was in the membership 
of the Association a real interest in what the Association might do to promote eco- 
nomic research, and a desire that the present Committee make some definite pro- 
posals. The Committee, however, refrained from making a final report at the 1933 
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meeting and asked for continuance for another year. The Committee now submis 
its final report and recommendations. 


RECOMMENDATIONS OF THE COMMITTEE 


Your present Committee on Research herewith recommends that a Standin 
Committee on Research be appointed by the Executive Committee, and that the 
present Committee be discharged. 


Membership of the Proposed Committee on Research 


We recommend that the Committee on Research shall consist of six appointed 
members and the Editor of the American Economic Review, ex officio. Members 
shall be appointed for a term of three years, provided, that at the time the Com. 
mittee is established two members shall be appointed for a term of three years, two 
for two years, and two for one year, and that after the first year two members 
shall be appointed each year. A member whose term has expired shall be eligible 
for reappointment. 

The Chairman of the Committee on Research shall be designated by the Execu- 
tive Committee, for a term of three years, and shall be eligible for reappointment. 


Functions of the Standin g Committee on Research 


In general, it shall be the function of the Standing Committee on Research to 
act as the central agency of the American Economic Association in the promotion 
and facilitation of economic research, broadly defined, in whatever manner the 
Committee may deem advisable, and to the extent of the Committee's financial 
resources. 

The Standing Committee on Research shall be charged with the following 
specific functions: 

1. It shall develop and maintain mutually helpful contact and co-operation be- 
tween the American Economic Association and the Social Science Research Council 
and other scientific organizations, such as the National Research Council, the 
American Council of Learned Societies, and the American Engineering Council, 
as well as the American Statistical Association, the American Political Science As- 
sociation, the American Sociological Society, and the other constituent societies 
of the Social Science Research Council. 

2. The Standing Committee on Research shall as soon after its own organiza- 
tion as possible appoint advisory committees in selected fields or on selected prob- 
lems. Members of advisory committees shall be chosen by the Committee on Re- 
search from the personnel actively interested in research in the respective fields. 
Both members and nonmembers of the American Economic Association shall be 
eligible to membership on advisory committees. Chairmen of the advisory com- 
mittees shall be appointed by the Committee on Research. 

The functions of advisory committees are outlined later in this report. 

3. The Standing Committee on Research as soon as possible shall appoint two 
subcommittees, one to make a thorough investigation of the problems of publica- 
tion outlet for research results too long for publication as articles, but suitable for 
publication in monographic form; the other to investigate the problem of training 
for public service, in view of the probably permanent increase in the demand for 
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trained personnel in federal and state administrations, and in view of the basically 
important réle of knowledge of economics, statistics, and accounting in positions 
in the public service. 

4. The Standing Committee on Research shall have power to appoint such 
other subcommittees as it may deem advisable. 

5. The Standing Committee on Research shall have power to organize research 
conferences, if deemed advisable, at times other than the annual meeting of the 
Association. 

It is the thought of the present Committee that the Standing Committee 
on Research should be granted wide freedom and responsibility in the determina- 
tion of its further functions, policies, and activities. It will necessarily proceed ex- 
perimentally and develop its functions gradually, within the limitations imposed 
first by its Own resources and secondly by its judgment as to the services most 
needed in the promotion of economic research. The sections which follow with 
regard to further functions of the Standing Committee on Research are therefore 
meant as suggestions rather than mandates. 

6. The Standing Committee on Research may co-operate in the establishment 
of local or regional research committees or chapters of the Association. The func- 
tions of these local committees or chapters would be: (a) to promote both in- 
dividual and co-operative economic research, especially in those localities and 
regions in which there is inadequate interest and activity in research; (b) to co- 
operate with local libraries in the collection and preservation of local research 
material; (c) to hold local and regional meetings of economists interested in re- 
search. 

The Standing Committee on Research may co-operate with these local and re- 
gional committees or chapters in such ways as may, on experiment, be found to be 
mutually agreeable and practicable. We suggest that it might be found to be 
feasible and helpful, both to the local bodies and to the Standing Committee on 
Research, to provide, as soon as funds permit, that these local or regional bodies 
be visited once a year either by a member of the Committee on Research or by some 
other member of the American Economic Association. 

7. The Standing Committee on Research may co-operate with other scientific 
agencies in collecting and evaluating statistical and other data of national eco- 
nomic significance and of value for economic research. (A full statement of this 
function may be found in the Report of the Committee on Research, American 
Economic Review Supplement, March, 1933, p. 195.) 

8. The Standing Committee on Research may take steps to provide a central 
clearing house of information on economic research in progress and on research 
personnel. This duty may be executed either by periodical preparation and pub- 
lication of lists of important research projects in actual process, either on the part 
of individuals or of co-operative groups, or in such other manner as the Committee 
may decide. The Committee may also at its own discretion publish an annual list 
of major research projects completed. 


Functions and Powers of Advisory Committees 


1. The advisory committees appointed by the Standing Committee on Research 
shall co-operate with the President of the Association and with the Program Com- 
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mittee in the organization of research round tables. These round tables will play 
an appropriate rdle in the proceedings of the annual meeting of the Association, 

Research round tables should be limited in attendance to persons actively in. 
terested in research. The main papers for research round tables should be Prepared 
and submitted to the advisory committee in charge in time for printing or mimeo. 
graphing and submission to members of the round tables by December 1. At the 
round table meeting the papers should be read by title only. 

2. It shall be the duty of advisory committees to survey the status and progress 
of research in their respective fields, with special attention to parts or aspects of 
their fields which stand most in need of increased research or of improved tech. 
niques of research, and to report on these matters either at the round table meetings 
or by publication in the American Economic Review. 

3. The advisory committees may prepare lists of persons, wherever located, and 
whether members of the American Economic Association or not, actively interested 
in the fields of research represented by the advisory committees, and periodically 
revise these lists for the use of the advisory committees themselves, the Committee 
on Research, the Program Committee, and the Editor of the American Economic 
Review. 

4. The advisory committees may take measures to stimulate the development of 
new research personnel in their respective fields, and may give advice on research 
projects and techniques, if requested to do so. 

5. The advisory committees shall advise with the Committee on Research on 
matters referred to them by that Committee, and shall co-operate with that Com. 
mittee in securing funds for research or in otherwise promoting research in their 
respective fields. 

6. The advisory committees may plan projects of research. They may then sub- 
mit these planned projects to the Committee on Research. If the Committee on 
Research deems a project to be adequately planned and of sufficint significance, 
with the approval of the Executive Committee, it may submit the project either to 
the Social Science Research Council or directly to one of the foundations for 
financial support. It is not contemplated that either the Committee on Research 
or the advisory committees shall engage in the execution of research projects. 


Finances 


It is recommended that the sum of $1,500, or such part of this sum as may be 
available, be allotted from the Association’s income for the financing of the Com- 
mittee on Research for the year 1935, and that thereafter the Committee on Re- 
search be granted such funds as may be appropriate in the judgment of the Execu- 
tive Committee. 

Your present Committee recognizes that only a small part of the suggested 
duties and functions of the Committee on Research and of the advisory committees 
can be performed on the slender resources of $1,500 annually. It seems advisable, 
however, to begin cautiously, and to demonstrate what can be done even with 
slender funds. When this has been done, the Standing Committee on Research may 
be authorized by the Executive Committee to apply to possible donors for the 
grant of adequate funds 
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Co-operation between the Standing Committee on Research and the 
American Economic Review 


Certain questions have been submitted to the Editorial Board of the Review by 
the present Committee with view to eliciting opinions as to possible co-operation 
between the Review and the Standing Committee on Research. Those questions 
were as follows: 

1. Could the Review publish annually abstracts, of about 600 words each, of 
doctoral dissertations completed and accepted ? 

2. Would it be advisable to publish a “Washington Letter” on the current 
activities of the federal administration ? 

3. Should the Review publish brief accounts of the proceedings of local or 
regional groups, when and if these are established ? 

4, Should the Review keep an up-to-date list of the active members of the As- 
sociation, with notation of their field or fields of interest, with view to (a) main- 
taining a continually revised list of actual and potential reviewers and (b) pro- 
viding for the Program Committee information on which a wider representation 
on the annual programs could be secured ? 

5. Could the Review publish brief statements of research projects started and of 
important projects in progress instituted by the S.S.R.C. and by other associations? 

Editorial opinion on these suggestions varied. The editors were practically unani- 
mous that the publication of abstracts of dissertations would be a useful service, but 
that the financial cost would probably make it impracticable unless outside funds 
could be obtained. Two of the Editors were not in favor of a “Washington Let- 
ter.” Others favored it, but saw difficulties. In any case this particular question of 
editorial policy could be settled without regard to the Committee on Research. The 
general opinion on publication of the proceedings of local groups was that the 
question could be tabled until such groups are established. The maintenance of 
a list of active members, for the purpose named, was regarded as worthy of con- 
sideration. Preponderance of sentiment was strongly in favor of the fifth sug- 
gestion; namely, the publication of brief statements regarding research projects 
sponsored by the S.S.R.C. and other associations. 

In submitting those questions to the editors of the Review, the Committee had 
no intention whatever of questioning or criticizing the present policies of the 
Review. The only purpose was to get opinions on the possible co-operative rela- 
tions between the Review and the Standing Committee on Research. The general 
conclusion of the present Committee is that such co-operation will be conditioned 
primarily by the financial resources of the Review. 


The Association’s Relations with Research Organizations and with 
Other Societies 


The record will show that the Association, increasingly in recent years, has 
co-operated through special committees with other organizations in direct or in- 
direct service to research. Especially has it co-operated with the American Statisti- 
cal Association. Its co-operation in the Social Science Abstracts and the Encyclo pae- 
dia of the Social Sciences also stands out prominently. It also has continuous 
representation on the Social Science Research Council, the American Council of 
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Learned Societies, and the National Bureau of Economic Research. So far as we 
know, these are the only permanent official relations the Association has with te. 
search organizations. 

Since it may be thought that the existence of a well-established and adequately. 
staffed Social Science Research Council absolves the American Economic Associa. 
tion from any organized effort of its own on behalf of economic research, it js 
permissible to indicate briefly the present nature of the connection between the 
Association and the Council. 

The Association appoints three representatives who, with representatives of the 
other social science societies and a few members-at-large, officially constitute the 
Council. This is absolutely the only standing official relation the Association has 
with the Council. It is official, but it is also tenuous. The average Council member 
is not in direct touch with the actual work and policy of the Council unless he 
happens to be drafted as a member of a committee. When so drafted, he is drafted 
as an individual and not as a representative of a constituent society. The work of 
the Council is done by its director, its permanent staff, and its committees, The 
policies of the Council are practically determined by its Committee on Problems 
and Policy, upon which, ordinarily, Council members do not sit. In the Council 
meetings members vote as individuals and not as representatives of their societies. 
Whatever judgment they may express is their own judgment. It cannot be other. 
wise, since there is no machinery by which they could determine the judgment of 
their Association, assuming it had one. In thus suggesting that the relation of the 
Association, as an association, to the Council, as a research organization, is largely 
a formal and nominal relation, no criticism of the Council is intended. It is perhaps 
problematical whether a more organic relation can be developed. Certainly it can- 
not be without some organization within the Association itself. 

In view of these considerations, the present Committee feels that whatever else 
a Standing Committee on Research might do it at least should provide an avenue 
of more positive co-operation with other associations and especially with the Social 
Science Research Council 

As already noted, the recommendations which the present Committee now sub- 
mits are in the nature of suggestions rather than mandates. The present Committee 
wishes, however, to emphasize its belief that the cause of research within the As- 
sociation itself will be materially promoted by the appointment of advisory com- 
mittees on research in certain fields and by the holding of research round tables. 
Much of the actual spade work of promoting research and critical and constructive 
economic thought will be done by these advisory committees. 


The Annual Meetings, in Relation to Research 


The American Economic Association was launched on the professional—one 
might say the professorial—world by a small group of academicians forty-nine 
years ago, at a time when economics was static political economy and when econo- 
mists were philosophers who knew the whole of their subject. For twenty years 
the membership was small and homogeneous, the’meetings were comfortable, and 
the discussions intimate. 

Now all this is a thing of the past. Anyone who has been a regular attendant 
at the meetings for fifteen or twenty years cannot have failed to note a profound 
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change in them. The integrated scientific and philosophical interest which held the 
old Association together in an intimate bond of intellectual fellowship and de- 
fnable integrity of purpose has almost disappeared. The heterogeneity of the 
present membership, the split-up of economics into so many fields, the confusion 
of economic science with business technology, have robbed the meetings of the 
unity of interest they once had. 

Whether the meetings mean as much as they formerly did in the way of sug- 
gestion and stimulation to research there is no way of knowing. There can be no 
question, however, that they can be made much more effective in this direction 
than they now are. The mere size of attendance now makes for congestion, dis- 
comfort, and confusion. In the formal sessions papers are now read to enormous 
audiences. Discussion from the floor is something that just is not done. Even 
greater has been the change in the round tables, Formerly, the typical round table 
was an intimate meeting of fifteen or twenty persons professionally and expertly 
interested in a specific problem. Today the round table bears more resemblance to 
a political convention. It is often submerged in promiscuity of attendance and idle 
cutiosity, and is rarely adequately organized. Men scheduled to appear on its pro- 
gram frequently fail to appear. As an aid and stimulus to research, an intimate 
and to a degree confidential clearing house of ideas and mutual criticism, the 
average round table falls far short of what it can be made to be. 

If the Association is still in any sense a society of professional economists and 
students, interested in the mutual give and take of productive critical discussion, 
the round tables should be by all odds the most important part of the annual meet- 
ing. Your committee feels that with appropriate reform in the organization and 
management of the round table it can be made at once a valuable help to those 
engaged in research and a challenge and stimulus to the younger men and women, 
who, as things now stand, often do not feel free to take any part in the discussions. 
For this reason, your Committee has suggested a somewhat radical change in the 
organization and proceedings of round tables. 


The Association’s Publication Policy, in Relation to Research 


The Association has never set up any agency for aiding or planning research 
or for the doing of actual research. It has on occasion consented to act as the 
agency through which prizes for research were given and the prize-winning mono- 
graphs published. Since 1911, however, it has devoted practically none of its own 
funds to the publieation of the results of research. 

One obstacle to consistent and sustained individual research at the present time 
is the difficulty in finding publication for monographs. Few universities have any- 
thing like adequate funds for the publication of the research of even their own 
social science faculties. We have in this country only three distinctly professional 
economic journals. The commercial publishers are naturally wary of anything not 
either a textbook or a popular presentation. The net result is that publication outlet 
for monographic research is limited. Realizing this fact, promising young men and 
women lack the incentive which prospective publication would afford. 

This situation prompts the present Committee to recommend that the Standing 
Committee on Research appoint a subcommittee to consider the whole problem of 
publication. 
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It is worth while to point out that the Association formerly published four 
five monographs a year, out of its own funds. In 1911, this policy was disco, 
tinued and the money which had formerly gone to the publication of the r 
of research was thereafter devoted to the Review. There were not funds enough ty 
publish the monographs and the Review. The fact that the Review has been p 


lished for twenty-two years and that no one has ever made the slightest suggesticy 
that it be discontinued is proof of its indispensability. Were the Association to en 
bark on an extended publication policy it would simply have to find funds frog 
some external source. 

Some idea of what we may be losing through lack of a monograph series m 
be had by a glance at the monographs formerly published. In the twenty-five year 
prior to 1911, the Association published about ninety monographs. Not a few of 
these became classics. It is significant that the First Series, 1886 to 1896, containe 
a large number of monographs in the field of theory. A surprisingly large numbe 
of durably significant works found publication through the Association. The in: 
ference is permissible that the existence of a professional society with funds for 
the subvention of meritorious monographs may have been a not unimportant stimu. 
lus to the young economist of the time. 

The present Committee wishes also to emphasize the fact that it does not con. 
template for the Association an elaborate program of research planning, or em. 
barkation of the Association on expensive research projects. Some competent 
judges hold that social science research has been overorganized in this county 
and that the actual results of organized research do not justify the heavy over. 
head cost which has been incurred. Others feel, moreover, that organized or co. 
operative research conflicts with individual initiative and hampers the effectivenes 
of individual research capacity. There is nothing in the recommendations of the 
present Committee that would commit the Association to aiding co-operative any 
more than individual research. Much research can best be done by individuals. On 
the other hand many research projects are entirely beyond individual resources, and 
must necessarily be planned and carried out by adequately equipped organizations 
Since this is true, no valid reason appears why the American Economic Association, 
which should have the authority and prestige of a professional society, and whic 
presumably comprises within its membership the best economic research capacity 
in the country, should not take steps to function in the promotion both of individ- 
ual and of organized research. There never was a time when there was as much 
need as there is today for the pointing and co-ordination of economic researches 
and for competent evaluation of the relative importance of various lines of ec 
nomic research. Yet the American Economic Association, which should be the chief 
agency in this regard, is probably not doing as much for the stimulation and guid: 
ance of research as it did a quarter of a century ago. 

The present Committee wishes finally to express its hope that whatever steps 
the Association may take toward the promotion of economic research, it will not 
define research in narrow, mechanistic terms of mere techniques of investigation. If 
organized effort is productive in the realm of quantitative ad hoc research, and if 
it be decided that the Association should do what it can to promote such research, 
the Committee feels that it is also the Association’s proper function to give equi 
attention to theoretical fundamentals and to stimulate more co-operative and criti 
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cal development of realistic and dynamic theory (fundamental social theory as 
contrasted with either intellectual techniques or the technicalities of economic 
management). 

The men who founded the American Economic Association were theorists and 
philosophers, at a time when economic theory and philosophy were relatively sim- 
ple and seemingly definitely established. Examination of the past programs and 
publications of the Association suggests that the Association has gradually drifted 
away from fundamental values to the technical problems of business and govern- 
ment policy. No doubt this change was inevitable. Economics has expanded, and 
degenerated, into a loose collection of specialized fields, each cultivated by isolated 
experts who much of the time are too absorbed in the technicalities of their own 
interests to consider the larger meanings of what they are trying to do. 

The increasing mass of existing factual information and statistics threatens to 
become a weight which will crush the juices out of the living body of fundamen- 
tally constructive thought. A mountain of monographs represents wasted effort 
unless there is somewhere within our ranks the will, the capacity, and the organi- 
zation to distill from these bedded monographic shales the real oil they may con- 
tain. Ad hoc research, in the absence of planes of reference and of an explicit 
philosophy of the social ends to be served by economic means, may be mere mud- 
dling through to nowhere in particular. 

In the opinion of the present Committee, the American Economic Association 
should not only foster research, but should, through appropriate advisory com- 
mittees and round tables, devote some part of its intellectual resources to the task 
of developing a body of philosophical or theoretical economic thought pragmati- 
cally suitable to the existing dynamics of our changing economic world. 

A. B. WOLFE 
H. A. MILLIs 
Max HANDMAN 
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REPORT OF THE SOCIAL SCIENCE RESEARCH COUNCIL 


In the year ended September, 1934, the Social Science Research Council en. 
gaged in undertakings novel to it, with the purpose of rendering what direct serv. 
ice to the country in a prolonged period of depression lay within it capacity, 

Early in 1933 the Council’s staff had been in consultation with officers of the 
Rockefeller Foundation with reference to the formulation of a program of emer. 
gency work designed to be of utility to government. Many parts of the Council 
organization ultimately shared in the preparation of proposals of this emergency 
character. In certain cases and in very varying degree, the Council has participated 
in studies desired by agencies of government. In several instances the Council has 
served simply as a disbursing agent for such enterprises. For two very important 
inquiries, the Council has undertaken direct responsibility. These are studies of 
government statistics and information services and of population redistribution. 

A committee on government statistics and information services was established 
in June, 1933, jointly by the American Statistical Association and the Social Science 
Research Council. The committee was financed for one year and located in Wash- 
ington where most of its members were in residence during the year. In addition 
to full-time service by resident committee members, an exceptionally adequate staff 
was provided. The committee has been very actively at work throughout the year 
1933-34 in studying the needs of statistical and other informational services in 
the national government. Its advice has often been sought by officials and has 
clearly been valued. Numerous memoranda on particular services prepared by the 
committee are available in mimeographed form. A general report will be issued 
in 1935. 

In response to the desires of a number of officials for assistance on problems 
arising out of the movement of people, the Council secured financial support for 
a year’s study of the redistribution of population. Funds for the study were appro- 
priated to the University of Pennsylvania and placed under the personal adminis- 
tration of the dean of the Wharton School of Finance and Commerce, supported 
by an advisory committee named by the Council. A staff was organized with off- 
ces in Washington, where work has been under way since May, 1934. The project 
was conceived as a series of service studies dealing with such matters as subsist- 
ence communities and relocation of industry, of immediate utility to various 
branches of the national government. It remains such in large measure, but more 
attention than anticipated has been given to matters related to longer-term popula- 
tion policies. 

Beyond the preparation of materials for the use of policy and action determin- 
ing agencies of government, the Council took a further step in its endeavors to be 
of direct public service, in appointing two commissions of inquiry. One commis- 
sion has been created on national policy in international economic relations; one 
has been created on public service personnel. Both undertakings were approved 
at their beginning by the President of the United States and members of his Cabi- 
net. Both commenced work in January, 1934. These commissions represent an at- 
tempt by the Council to contribute directly to clarity of thinking on important 
public issues. Acceptance or rejection of any conclusions at which these commis- 
sions may themselves arrive on questions of public policy is a matter of relative 
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indifference. It is hoped that their analysis of issues will contribute to the organiza- 
tion of intelligent public opinion. Members of the commissions were selected 
solely on the basis of their capacity for impartial, objective thought, without any 
effort to represent viewpoints, interests, or groups. The commissions will endeavor 
to secure the best technical advice and also through public hearings at various 
oints in the country to take cognizance of substantial bodies of current opinion. 

The Council took the initiative in setting up these two commissions, named their 
members, provided their mandates, secured and appropriated to them the necessary 
funds; and then made them completely autonomous bodies with responsibility 
solely to the public. 

While pursuing these novel lines of effort during the year, the Council has been 
no less active on its normal program. 

The Council maintained eighteen post-doctoral fellowships for the academic 
year 1933-34 with stipends totaling $58,521.45 and made sixteen new awards for 
1934-35 with stipends totaling $57,050.00. The 1933-34 appointments, of which 
two were reappointments, were all for a period of one year. The 1934-35 appoint- 
ments included twelve new awards for a period of one year, two new awards for 
a period of two years, and two renewals of 1933-34 awards for an additional 
period of one year. A grant of $75,000 was secured for similar awards in 1935-36. 

A grant of $100,000 was secured for awards in 1935-36 for pre-doctoral fel- 
lowships in accordance with plans previously reported for giving to selected stu- 
dents a year of experiential training after completion of course requirements for 
the doctorate, and for giving experimentally to very exceptional candidates a few 
fellowships on entrance to graduate study. 

The Council had at its disposition grants of funds enabling it to maintain forty- 
three grants-in-aid for the year, in the amount of $18,995.00, and to make forty- 
six new awards for 1934-35, totaling $22,293.92. 

In the area of industry and trade, plans for a general inquiry on banking policy 
and credit control were furthered by provision for a study of the financing of real 
property, following upon completion of the initial inquiry on durable goods and 
capital formation. Both of these studies were undertaken by the National Bureau 
of Economic Research. A project for the experimental development of occupational 
specifications as a basis for the operation of public employment exchanges was 
merged with proposals from other sources and incorporated in a study under gov- 
ernment auspices. In the area of personality and culture, several conferences of 
specialists were held to assist the committee in completing its analysis of the field 
in terms of central problems and of general procedure. The committee on pressure 
groups and propaganda also finished its task of presenting its field in a coherent 
form and formulated specific research proposals. 

Under the joint auspices of the committees on public administration and on in- 
dustry and trade, and with staff assistance, preliminary work was done on a general 
plan for research on social insurance and relief problems. This undertaking proved 
useful in clarifying the relations, on the one hand between insurance and relief, 
and on the other, between the various social insurances. The results of this pre- 
liminary work were made available to the officials concerned on establishment by 
the national government of its committee on economic security. 

The joint committee with the American Council of Learned Societies on ma- 
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terials for research undertook active promotion of library inventory and archival 
survey projects under federal relief funds. The preparation of a handbook on col- 
lecting, selecting, and organizing ephemera, was commmenced under a Council 
appropriation. Progress was made on experimental provision by the committee of 
a publishing service for research materials, and constant stimulation was given by 
the committee to the technical perfecting of various methods of reproduction of 
materials. 


H. A. MILus 
Max HANDMAN 
ALVIN H. HANSEN 
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REPORT OF THE COMMITTEE ON ELECTIONS 


The Committee on Elections, appointed by President Millis, consisting of Pro- 
fessors E, L. Bogart, M. A. Copeland, and F. S. Deibler, met at 10:30 A.M., Octo- 
ber 6, 1934, in Wieboldt Hall, Northwestern University, Chicago, Illinois. 

The purpose of the meeting was to prepare biographical sketches of the candi- 
dates for the offices of the Association and to formulate rules of procedure in the 
conduct of the election in order to carry out the intent of the by-law on this sub- 
ject that was adopted at the last annual meeting of the Association. 

The rules formulated by the Committee on Elections are presented herewith. 
Eligibility 
Voted: That for a candidate to be eligible to stand for election he must be in good 

standing on September 1 of the year in which his name is presented. 

Voted: That ballots be sent only to members who are on the mailing list on No- 


vember 1 of any year ; that those who join the Association, or are reinstated after 
this date, shall be regarded as ineligible to vote in the election of that year. 


Biographical Sketches 


Voted: That a uniform presentation of the biographical sketches of all candidates 
be adopted as follows: name, degrees, institutions, present and previous posi- 
tions, affiliations of honor, publications, offices held in the Association. 


Ballots 
Voted: That the names of the candidates for the various offices shall be arranged 


alphabetically. 
Voted: That the ballots shall carry the following instructions to the membership: 


1. Enter X in the square opposite your choice for each office. Vote for one or two indi- 
viduals, as indicated. 

2. To be counted, your ballot, appropriately marked, must (a) be mailed in the envelope 
provided, with your name pote on the envelope in the upper left-hand corner and 
(b) must be in the hands of the Secretary by December 15, 19—. 

Every means of identifying the ballots of individual voters will be destroyed before the 


vote is counted. 

Voted: That any ballot received which does not bear the name of the member on 
the envelope shall be regarded as defective and be not counted. 

Voted: That all legal ballots received before the actual count shall be included in 
the report of the tellers. 

Voted: That all properly marked ballots shall be counted, even if the ballots do 
carry comments by the member. 

Voted: That when a member votes for more candidates for an office than is speci- 
fied on the ballot, this ballot shall be regarded as defective, unless the member 
has merely indicated an order of preference. 


Certification 


Voted: That in case of a tie in the votes cast for any office, the Secretary shall 
certify this fact to the first business session of the annual meeting of the Associa- 
tion and shall announce that an election will be held for the office or offices in- 
volved at the next business session of the Association. 


val 

ol- 

cil 

of 

by 

of 
| 
| 


230 American Economic Association 


Voted: That the certification provided in the amendment to the by-laws shall be 
construed to mean certification merely of the names of the successful candidates, 


The Committee suggests that, for the sake of uniformity, hereafter a form be 
prepared for obtaining information to appear in the biographical sketches of the 
candidates and,that this information be secured direct from the nominees. 

In order to save expense to the Association, Professor Bogart appointed Pro. 
fessor Peter Swanish, of Loyola University, to represent him as a teller, and Pro. 
fessor Copeland appointed Professor William Jaffé, of Northwestern University, 
in the same capacity. It may be of interest to know that the expense of conducting 
the election by a mail ballot was $116.53. 

Respectfully submitted, 
F. S. DEIBLER, Chairman 
Morris A. COPELAND 
E. L. BOGART 
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FIRST SERIES 


Numbers starred are sold only with the sets; the supply of those double starred is 
exhausted. For information apply to the Secretary. 


Volume I, 1886 
Price in paper 
1. Report of Organization of the American Economic Association. Pp. 46. $ .50 
2-3. ** Relation of the Modern Municipality to the Gas Supply. By E. J. James. 
Pp. 66. 
Cogan in a Western City. By Albert Shaw. Pp. 106. ae 
** Co-operation in New England. By E. W. Bemis. Pp. 136. 75 
** Relation of the State to Industrial Action. By H. C. Adams. Pp. 85. 75 


Volume JI, 1887 


Three Phases of Co-operation in the West. By Amos G. Warner. Pp. 119. 

Historical Sketch of the Finances of Pennsylvania. By T. K. Worthington. Pp. 
106. 

The Railway Question. By Edmund J. James. Pp. 68. 

Early History of the English Woolen Industry. By W. J. Ashley. Pp. 85. 

** Medieval Guilds of England. By E. R. A. Seligman. Pp. 113. 

Relation of Modern Municipalities to Quasi. Public Works. By H. C. Adams 
and others. Pp. 87. 


Volume III, 1888 


Statistics in College, by C. D. Wright; Sociology and Political Economy, F. H. 
Giddings; The Legal-Tender Decisions, by E. J. James. Pp. 80. 75 
Capital and Its Earnings. By John B. Clark. Pp. 69. 75 
The Manual Laboring Class, by F. A. Walker; Mine Labor in the Hocking 
Valley, by E. W. Bemis; Report of the Second Annual Meeting. Pp. 86. .75 
4-5. **Statistics and Economics. By Richmond Mayo-Smith. Pp. 127. 1.00 
6. The Stability of Prices. By Simon N. Patten. Pp. 64. .75 
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Volume IV, 1889 


1. Contributions to the W ages Question: The Theory of hia ag by Stuart Wood; 
Possibility of ° Scientific Law of Wages, by J. B. Clark. Pp. 69. $ 75 
2. Socialism in England. By Sid dney Webb. Pp. 73. 


75 
3. Road Legislation ms the American State. By J. W. Jenks. Pp. 83. 


75 
4. Third Annual Meeting: Report of the Procetdings. Pp. 123. 75 
5. ** Malthus and Ricardo, by S. N. Patten; The Study of Statistics, by D. R. 
Dewey; Analysis in Political Economy, by W. W. Folwell. Pp. 69. 75 
6. An Honest Dollar. By E. Benjamin Andrews. Pp. 50. 50 
Volume V, 1890 
1. The Industrial Transi ¥ in Japan. By Yeijiro Ono. Pp. 122. 1.00 
2. Two Essays on Child-Labor. By W. F. Willoughby and Clare de Graffenried. 
Pp. 150. 75 
3-4. Papers on the Canal Question. By E. J. James and L. M. Haupt. Pp. 85. 1.00 
5. History of the New York Property Tax. By J. C. Schwab. Pp. 108. 1.00 
6. Educational Value of Political Economy. By S. N. Patten. Pp. 36. 75 
Volume VI, 1891 
1-2. Fourth Annual Meeting: Reports, Papers, Discussions. 1.00 
3. Government Forestry. Papers by Pinchot, Bowers, and Fernow. Pp. 102. Pm 
4-5. Municipal Ownership of Gas in the U.S. By E. W. Bemis. Pp. 185. 1.00 
6. State Railroad Commissions. By F. C, Clark. Pp. 110. a 
Volume VII, 1892 
1. ** The Silver Situation in the United States. By F. W. Taussig. Pp. 118. 75 
2-3. ** Shifting and Incidence of Taxation. By E. R. A. Seligman. Pp. 424 (Re- 
vised ) 2.00 
4-5. Sinking Funds. By Edward A. Ross. Pp. 106. 1.00 
6. The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 70. 75 
Volume VIII, 1893 
1. Fifth Annual Meeting: Report of the Proceedings. Pp. 130. 75 
2-3. Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 132. 1.00 
4-5. Public Assistance of the Poor in France. By E. G. Balch. Pp. 180. 1.00 
6. First Stages of the Tariff Policy of the U.S. By William Hill. Pp. 162. 1.00 


Volume IX, 1894 


Sixth Annual Meeting: Handbook and Report. Pp. 73. 50 


1-2. ** Progressive Taxation in the ry and Practice. By Edwin R. A. Seligman. 
Pp. 222. (See 1908, No. 4.) 


3. ** The Theory of Transportation. By C. H. Cooley. Pp. 148. 75 
4. Sir William Petty. By Wilson Lloyd Bevan. Pp. 102. 75 
5-6. Papers on Labor Problems. By J. B. Clark, C. D. Wright, D. R. Dewey, A. T. 
Hadley, and J. G. Brooks. Pp. 94. 75 
Volume X, 1895 
Seventh Annual Meeting: Handbook and Report. Pp. 138. 50 
1-3. ** The Canadian Banking Sy , 1817-1890. By R. M. Breckenridge. Pp. 478. 1.50 
4. Poor Laws of Massachusetts and New York. By John Cummings. Pp. 136. 75 
5-6. Letters of Ricardo to McCulloch, 1816-1823. Edited by J. H. Hollander. Pp. 
204. (In cloth, only.) 1.75 


Volume XI, 1896 
1-3. ** Race Traits and Tendencies of the American Negro. By F. L. Hoffman. Pp. 


330. 1.25 
4. Appreciation and Interest. By Irving Fisher. Pp. 110. 75 
* General Index to Volumes I-XI (1886-1896.) ° 25 
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ECONOMIC STUDIES 
($2.50 per volume) 


Volume I, 1896 
Eighth Annual Meeting: Handbook and Report. Pp. 178. 


_ The Theory of Economic Progress, by J. B. Clark; The Relation of Changes in 


the Volume of the Currency to Prosperity, by F. A. Walker. Pp. 46. 


_ The Adjustment of Wages to Efficiency. Three Papers: Gain Sharing, by H. R. 


Towne; The Premium Plan, by F. A. Halsey; A Piece-Rate System, by F. W. 
Taylor. Pp. 83. 
** The Populist Movement. By Frank L. McVey. Pp. 81. 


4, The Present Monetary Situation. By W. Lexis; translated by John Cummings. Pp. 
72. 
5.6. The Street Railway Problem in Cleveland. By W. R. Hopkins. Pp. 94. 


Volume II, 1897 


Ninth Annual Meeting: Handbook and Report. Pp. 162. 
Economics and Jurisprudence. By Henry C. Adams. Pp. 48. 
The Saloon Question in Chicago. By John E. George. Pp. 62. 


3. The General Property Tax in California. By C. C. Plehn. Pp. 88. 


5. 


Area and Population of the United States at the Eleventh Census. By W. F. Will- 
cox. Pp. 60. 

A Discussion Concerning the Currencies of the British Plantations in America, 
etc. By William Douglass. Edited by C. J. Bullock. Pp. 228. 

Density and Distribution of Population in the United States at the Eleventh Census. 
By W. F. Willcox. Pp. 79. 


Volume III, 1898 


Tenth Annual Meeting: Handbook and Report. Pp. 136. 

Government by Injunction. By William H. Dunbar. Pp. 44. 

Economic Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118 

The Ohio Tax Inquisitor Law. By T. N. Carner. Pp. 50. 

The American Federation of Labor. By Morton A. Aldrich. Pp. 54. 

Housing of the Working People in Yonkers. By E. L. Bogart. Pp. 82. 

The State Purchase of Railways in Switzerland. By Horace Michelie; translated 
by John Cummings. Pp. 72. 


Volume IV, 1899 


Eleventh Annual Meeting: Handbook and Report. Pp. 126. 

I. Economics and Politics. By A. T. Hadley. II. Report on Currency Reform. III. 
Report on the Twelfth Census. Pp. 70. 

Personal Competition. By Charles H. Cooley. Pp. 104. 

Economics as a School Study. By F. R. Clow. Pp. 72. 

The English Income Tax. By J. A. Hill. Pp. 162. 

Effects of Recent Changes in Monetary Standards upon the Distribution of Wealth. 

By F. S. Kinder. Pp. 91. 


NEW SERIES 
** The Cotton Industry. By M. B. Hammond. Pp. 382. 
Scope and Method of the Twelfth Census. Critical discussion by over twenty sta- 
tistical experts. Pp. 625. 
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THIRD SERIES 
Note—Dauring 1896-1899 the Association issued its publication in two series, viz., the 
bimonthly Economic Studies, and the New Series” of larger monographs printed at irregla 
intervals. In 1900 it reverted to the policy of issuing its monographs, now called the "Thing 
Series” of the publications at quarterly intervals. 
Price per volume, $4.00. 
Volume I, 1900 
1. Twelfth Annual Meeting: Papers on Economic Theory and Political Morality; 


Trusts; Railroad Problems; Public Finance; Consumers’ League; Twelfth 
Census. Pp. 186 


$1.00 
2. The End of Villeinage in England. By T. W. Page. Pp. 99. 1.00 
3. Essays in Colonial Finance. By Members of the Association. Pp. 303. 1.50 
4. Currency and Banking in the Province of Massachusetts Bay. By A. McF. Davis. 
Part I: Currency. Pp. 464+-91 photogravure plates. 1.75 
Volume II, 1901 
i. 


** Thirteenth Annual Meeting: Papers on Competition; Commercial Education; 
Economic Theory; Taxation of Quasi-public Corporations ; Municipal Ac- 
counts. Pp. 300. 


2. Currency and Banking. By A. McF. Davis. Part II: Banking. Pp. 341+ 18 
photogravure plates. 


1.25 


1.75 
3. ** Theory of Value before Adam Smith. By Hannah R. Sewall, Pp. 132. 1.00 
4. Administration of City Finances in the U.S. By F. R. Clow. Pp. 144. 1.00 


Volume III, 1902 
1. Fourteenth Annual Meeting: Papers on International Trade; Industrial Policy; 
Public Finance; Protective Tariff; Negro Problem; Arbitration of Labor 
Disputes in Coal Mining Industry; Porto Rican Finance; Economic History. 


Pp. 400. 1.50 
2. ** The Negro in Africa and America. By Joseph A. Tillinghast. Pp. 240. 1.25 
3. Taxation in New Hampshire. By M. H. Robinson. Pp. 232. 1.25 
4, ** Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 136. 78 


Volume IV, 1903 
1. Fifteenth Annual Meeting: Papers and Discussions on Economic and Social Prog- 
ress; Trade Unions and the Open Shop; Railway Regulation; Theory of 


Wages; Theory of Rent; Oriental Currency Problem. Pp. 298. 1.25 
2. Ethnic Factors in the Population of Boston. By F. A. Bushee. Pp. 171. 1.00 
3. History of Contract Labor in the Hawaiian Islands. By Katherine Coman. Pp. 74. __.75 
4. ** The Income Tax in the Commonwealth of the United States. By Delos O. Kins- 

man. Pp. 134. 1.00 

Volume V, 1904 
Sixteenth Annual Meeting. Papers and Proceedings published in two parts. 

1. Part I—Papers and Discussions on Southern Agricultural and Industrial Prob- 

lems; Social Aspects of Economic Law; Relations Between Rent and In- 

terest. Pp. 240. 1.00 
2. Part I1I—Papers and Discussions on The Management of the Surplus Reserve; 

Theory of Loan Credit in Relation to Corporation Economics; State Taxa- 

tion of Interstate Commerce; Trusts; Theory of Social Causation. 1.00 
3. Monopolistic Combinations in the German Coal Industry. By Francis Walker. 

Pp. 340. 1.25 
4. ** The Influence of Farm Machinery on Production and Labor. By Hadley Win- 

field Quaintance. Pp. 110. 75 


Volume VI, 1905 


Seventeenth Annual Meeting. Papers and Proceedings published in two parts. 
1. Part I—Papers and Discussions on the Doctrine of Free Trade; Theory of Prices; 
Theory of Money; Open Shop or Closed Shop. Pp. 226. 1.00 


2. Part Il—Papers and Discussions on Government Interference with Industrial 
Combinations; Regulation of Railway Rates; Taxation of Railways; Pref- 
erential Tariffs and Reciprocity; Inclosure Movement; Economic History of 
the United States. Pp. 270. 1.00 

3. ** The History and Theory of Shipping Subsidies. By R. Meeker. Pp. 230. 1.00 

4. 


Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 1.00 
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Volume VII, 1906 


_ Eighteenth Annual Meeting: Papers and Discussions on The Love of Wealth and 
' the Public Service; Theory of Distribution; Government Regulation of Rail- 
way Rates; Municipal Ownership; Labor Disputes; The Economic Future of 
the Negro. Pp. 325. $1.00 
Railroad Rate Control. By H. S. Smalley. Pp. 147. 1.00 
On Collective Phenomena and the Scientific Value of Statistical Data. By E. G. F. 
Gryzanovski. Pp. 48. .75 
Handbook of the Association, 1906. Pp. 48. 25 
The Taxation of the Gross Receipts of Railways in Wisconsin. By G. E. Snider. 
Pp. 138. 1.00 


Volume VIII, 1907 


Nineteenth Annual Meeting: Papers and Discussions on Modern Standards of 
Business Honor; Wages as Determined by Arbitration; Commercial Edu- 
cation; Money and Banking; Western Civilization and Birth Rate; Economic 
History; Government Regulation of Insurance; Trusts and Tariff; Child 
Labor. Pp. 268. 1.00 

Historical Sketch of the Finances and Financial Policy of Massachusetts from 1780 
to 1905. By C. J. Bullock. Pp. 144. 1.00 

Handbook of the Association, 1907. Pp. 50. 25 

The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 322. 1.00 

The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. 1.00 


Volume IX, 1908 


Handbook of the Association, 1908. Pp. 49. .25 
Twentieth Annual Meeting: Papers and Discussions on Principles of Government 

Control of Business; Are Savings Income; Agricultural Economics; Money 

and Banking; Agreements in Political Economy; Labor Legislation; Relation 

of the Federal Treasury to the Money Market; Public Service Commissions. 

Pp. 311. 1.25 
Chicago Traction. By R. E. Heilman. Pp. 131. 1.00 
Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119. 1.00 
** Progressive Taxation in Theory and Practice. Revised Edition. By E. R. A. 

Seligman. Pp. 334. 1.25 


Volume X, 1909 


Twenty-first Annual Meeting: Papers and Discussions on The Making of Economic 
Literature; Collective Bargaining; Round Table on Accounting; Labor Legis- 
lation; Employers’ Liability; Canadian Industrial-Disputes Act; Modern In- 
dustry and Family Life; Agricultural Economics; Transportation; Revision 
of the Tariff; A Central Bank; The National Monetary Commission ; Capitali- 
zation of Public Service Corporations in Massachusetts. Pp. 432. 

Handbook of the Association, 1909. Pp. 59. 

** The Printers. By George E. Barnett. Pp. 379. 

Life Insurance Reform in New York. By W. H. Price. Pp. 95. 


Volume XI, 1910 


Twenty-second Annual Meeting: Papers and Discussions on History of the Asso- 
ciation; Observation in Economics; Economic Dynamics; Theory of Wages; 
Country Life; Valuation of Public Service Corporations; Trusts; Taxation. 

Pp. 386. 1.50 

** Handbook of the Association, 1910. Pp. 79. 25 

The Child Labor Policy of New Jersey. By A. S. Field. Pp. 229. 1.25 

The American Silk Industry and the Tariff. By F. R. Mason. Pp. 178. 1.00 
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236 American Economic Association 


THE ECONOMIC BULLETIN 


Published quarterly in 1908, 1909, and 1910,’and containing personal notes, news of 
the economic world, announcements of special lines of investigation, and a classified and 
annotated bibliography of the current books and articles on economic subjects. 

Volume I, 1908. Four numbers. $2.00; each 


Volume II, 1909. Four numbers. $2.00; each 60 
Volume III, 1910. Four numbers. $2.00; each 69 


FOURTH SERIES 
Subscriptions by non-members, libraries, etc., $5.00 a year. 


Volume I, 1911 
The American Economic Review, ** March, June, September, and December; each, $1.00 
Twenty-third Annual Meeting: 
Papers and Discussions on the Significance of a Comprehensive System 
of Education; Money and Prices; The Ricardo Centenary; Accounting; Canals 
and Railways; Population and Immigration; Labor Legislation; Taxation; A 
Definition of Socialism; Competition in the Fur Trade. Pp. 388. 
** Handbook of the Association, 1911. 


Volume II, 1912 
The American Economic Review, March, June, September, and December; each, 
Supplement.—Twenty-fourth Annual Meeting: 
Papers and Proceedings. The Economic Utilization of History; Tariff Legis- 
lation; The Federal Budget; Rural Conditions; Selection of Population by 
Migration; The Price Concept; An International Commission on the Cost 
of Living; Industrial Efficiency. Pp. 146. 


Volume III, 1913 
The American Economic Review, March, June, ** September, and ** December; each, 
Supplement.—Twenty-fifth Annual Meeting: 
Papers and Proceedings. Population or Prosperity; The Rising cost of Living 
—Standardizing the Dollar; Banking Reform; Theories of Distribution; Farm 
Management; Governmental Price Regulation. Pp. 155. 
Supplement.—Handbook of the Association, 1913. 


Volume IV, 1914 
The American Economic Review, March, June, September, and December; each, 
Supplement.—Twenty-sixth Annual Meeting: 
Papers and Proceedings. The Increasing Governmental Control of Economic 
Life; The Control of Public Utilities; Railroad Rate Making; Syndicalism; 
Trust Decisions and Business. Pp. 211. 
Supplement.—Handbook of the Association, 1914. 


Volume V, 1915 
The American Economic Review, March, June, September, and ** December; each, 
Supplement.—Twenty-seventh Annual Meeting: 
Papers and Proceedings. Economics and the Law; Regulation of the Stock 
Exchanges; Market Distribution; Statistical Work of the United States 
Government; Relation of Education to Industrial Efficiency; The Effect of 
Income and Inheritance Taxes on the Distribution of Wealth; Public Regu- 
lation of Wages. 
Volume VI, 1916 
The American Economic Review, ** March, ** June, September, and ** December; 


each, 
** Supplement.—Twenty-eighth Annual Meeting: 
Papers and Proceedings. The Apportionment of Representatives; Effect of 
the War on Foreign Trade; Budget Making and the Increased Cost of Govern- 
ment; Economic Costs of War; Economic Theorizing and Scientific Progress; 
The Role of Money in Economic Theory; Price Maintenance; Investment of 
Foreign Capital. Pp. 248. 
Supplement.—Handbook of the Association, 1916. 
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Volume VII, 1917 
The American Economic Review, March, June, September, and December; each, $1.25 
Supplement.—T wenty-ninth Annual Meeting: 
. Papers and Proceedings. The National Point of View in Economics; Landed 
Property; Two Dimensions of Economic Productivity; Some Social Surveys 
in lowa; The Land Problem and Rural Welfare; The Federal Farm Loan Act; 
Statistics of the Concentration of Wealth; Gold Supply at the Close of the 
War; Loans and Taxes in War Finance; Problems of Population after the 
War; Some Phases of the Minimum Wage. Pp. 275. 1.25 
supplement.—Index to the Publications, 1886-1910. 35 


Volume VIII, 1918 
The American Economic Review, March, June, September, and ** December; each, 1.25 
Supplement.—Thirtieth Annual Meeting: 
Papers and Proceedings. Economic Reconstruction; Federal Taxes upon In- 
come and Excess Profits; Land Utilization and Colonization; Federal Valua- 
tion of Railroads; Co-ordination of Employment Bureaus; Control of the 
Acquisition of Wealth; Motives in Economic Life; Price-Fixing; Problems 
of Governmental Efficiency; Economic Alliances and Tariff Adjustments. 
Pp. 317. 1.25 
Volume IX, 1919 
The American Economic Review, ** March, June, September, and December; each, 1.25 
** Supplement.—Thirty-first Annual Meeting: 
Papers and Proceedings. Economists in Public Service; Interest on Invest- 
ment a Manufacturing Cost Factor; Control of Marketing Methods and Costs; 
War and the Supply of Capital; War and the Rate of Interest; Index of the 
Cost of Living; Securing the Initiative of the Workman; A Legal Dismissal 
Wage; After-War Gold Policies; Foreign Exchange; Stabilizing the Dollar; 
Tenancy of Landed Property; Price-Fixing; Economic Theory in an Era of 
Readjustment; Psychology and Economics; The Open Door and Colonial 
Policy; Reports of Committees on Foreign Trade and Purchasing Power of 
Money. Pp. 368. 1.25 
** Supplement No. 2.—Report of the Committee on War Finance. Pp. 142. 50 
Supplement No. 3.—Handbook of the Association, 1919. 75 


Volume X, 1920 
The American Economic Review, ** March, June, September, and December; each, 1.25 
** Supplement.—Thirty-second Annual Meeting: 
Papers and Proceedings. Excess Profits Taxation; Germany's Reparation Pay- 
ments; International Supervision over Foreign Investments; Results of a Bal- 
anced Industrial System; Employee’s Representation in Management of In- 
dustry; Prices and Reconstruction; Banking Policy and Prices; Large-Scale 
Marketing; Reports of Committees on Foreign Trade, Co-ordination in Taxa- 
tion, Census Advisory Committee. Pp. 278. 
Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244. 


Volume XI, 1921 

The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Thirty-third Annual Meeting: 

Papers and Proceedings. The Railroad Situation; Our Foreign Trade Balance; 

Problems of the Bituminous Coal Industry; Traditional Economic Theory; 

Non-Euclidean Economics; Federal Taxation of Profits and Income; Teaching 

of Elementary Economics. Pp. 194. 1.25 
Supplement No. 2.—Karelsen Prize Essays, on What Can a Man Afford? Pp. 118. 1.00 


Volume XII, 1922 
The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Thirty-fourth Annual Meeting: 
Papers and Proceedings. Business Cycles; American Trade Unionism; The 
Railroads; Workmen’s Compensation ; Federation in Central America; Teach- 
ing of Elementary Economics; The Chain Store Grocer; Economics and 
Ethics. Pp. 194. 
Supplement No. 2, —Handbook of the Association, 1922. 
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Volume XIII, 1923 


The American Economic Review, March, June, September, and December; each, $1.25 
Supplement.—Thirty-fifth Annual Meeting: 
Papers and Proceedings. Trend of Prices; Trend of Rate of Interest and 
Investment; Outlook for Wages and Employment; Overhead Costs; Com. 
mercial Rent and Profits; Labor Turnover; Factors in Wage Determinations; 
Income of Farmers; Large-Scale Production and Merchandising; Marketing 
Farm Products; Bureaus of Business Research. Pp. 293. 1.25 


Volume XIV, 1924 


The American Economic Review, ** March, ** June, September, and December; each, 1.25 
Supplement.—Thirty-sixth Annual Meeting: 
Papers and Proceedings. International Trade and Commercial Policy; Railroad 
Consolidation; Economic Theory; Transportation; American Foreign Trade; 
Marketing. Pp. 192. 


1,25 
Supplement No. 2.—Handbook of the Association, 1924. 


1.50 


Volume XV, 1925 


The American Economic Review, March, June, September, and December; each, 1.25 

Supplement.—Thirty-seventh Annual Meeting: 
Papers and Proceedings. The Economics of Advertising; Problems of Eco- 
nomic Theory; Transportation; Marketing; Giant Power; The Teaching of 
Business and Economics; Business Administration; Monetary Stabilization; 
Foreign Service Training; Highway Economics; Psychological Problems of 
Industry. Pp. 165. 

** Supplment No. 2.—Babson Prize Essay, on Forecasting the Price of Hogs. Pp. 22 


Volume XVI, 1926 


The American Economic Review, March, June, September, and December ; each, 1.25 

Supplement.—Thirty-eighth Annual Meeting: 
Papers and Proceedings. Movement of Real Wages; Teaching of Economics; 
Consuming Power of Labor and Business Fluctuations; Economic Problems 
Involved in the Payment of International Debts; Economics and Geography; 
Agriculture in our National Policy; Tariff Making; Trade Associations; 
Theory of Wages; Reducing the Costs of Marketing; Topics in Economic 
History; Railway Problems; Land Economics; Federal Reserve Policies. Pp. 


353. 
Supplement No. 2.—Handbook of the Association, 1926. 


Volume XVII, 1927 


The American Economic Review, March, June, September, and December; each, 

** Supplement.—Thirty-ninth Annual Meeting: 
Papers and Proceedings. Economics of Prohibition; Economic History; Use 
of the Quantitative Method in the Study of Economic Theory; Present Day 
Corporation Problems; American Practices Analogous to Foreign Controls 
over Raw Materials; Marketing; Interest Theory and Price Movements; Prob- 
lem of Effective Public Utility Regulation; Immigration Restriction—Econom- 
ic Results and Prospects; Family Budgets; Motor Transportation in the 
United States. Pp. 218. 

Supplement No. 2.—Report of the Dinner in Honor of Professor John Bates Clark. 
Pp. 18. 


Volume XVIII, 1928 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Fortieth Annual Meeting: 
Papers and Proceedings. Land Economics; Marketing; Present Status and 
Future Prospects of Quantitative Economics; Post-War Fluctuations of Com- 
modity Prices; Relationship between Departments of Economics and Col- 
legiate Schools of Business; Economic History; Simplification of the Federal 
Income Tax; Economic Significance of the Increased Efficiency of American 
Industry; An Approach to the Law of Production and Its Relation to the 
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Welfare of the Wage-Earner; Meaning of Valuation; Railroad Valuation with 
Special Reference to the O'Fallon Decision; Interest Rates as Factors in the 
Business Cycle; Should the Debt Settlements Be Revised; An Examination of 


239 


the Reasons for Revision of the Debt Settlements. Pp. 305. $1.25 


supplement No. 2.—Handbook of the Association, 1928. 


Volume XIX, 1929 
The American Economic Review, March, June, September, and December ; each, 
supplement.—Forty-first Annual Meeting: 
Papers and Proceedings. Market Shifts, Price Movements, and Employment; 
Some Observations on Unemployment Insurance; Marketing; Land Eco- 
nomics; Law and Economics; Price Stabilization; London and the Trade 
Cycle; Federal Reserve Policy and Brokers’ Loans; Central Planning of Pro- 
duction in Soviet Russia; International Differences in the Labor Movement; 
Tariff Making in the United States; Economic History; Locality Distribution 
of Industries; Regulation of Electric Light and Power Utilities; An Inductive 
Study of Publicly Owned and Operated vs. Privately Owned but Regulated 
Public Utilities; Regulation of the Common Carrier; Commercial Motor Vehi- 
cle and the Public. Pp. 284. 


Volume XX, 1930 

The American Economic Review, March, June, September, and December ; each, 

Supplement.—Forty-second Annual Meeting: 
Papers and Proceedings. Economic History, Public Works Plan and Unem- 
ployment; Theory of Economic Dynamics as Related to Industrial Instability ; 
Chief Economic Problems of Mexico; Reparations Settlement and the Inter- 
national Flow of Capital; Federal Reserve Board—lIts Problems and Policy; 
Economic and Social Consequences of Mechanization in Agriculture and In- 
dustry. Pp. 214. 

Volume XXI, 1931 

The American Economic Review, March, June, September, and December; each, 

Supplement.—Forty-third Annual Meeting: 
Papers and Proceedings. Decline of Laissez Faire; Small Loan Business; So- 
cial and Economic Aspects of Chain Stores; Russian Economic Situation; 
Trustification and Economic Theory; Persistence of the Merger Movement; 
Program of the Federal Farm Board; Social Implications of Restriction of 
Agricultural Output; Land Economics and Real Estate; Institutionalism— 
What It Is and What It Hopes to Become; An Approach to World Economics ; 
International Industrial Relations—Migration of Enterprise and Policies Af- 
fecting It; World-Wide Depression of 1930; Present Depression—A Tenta- 
tive Diagnosis; Power and Propaganda; Failure of Electric Light and Power 
Regulation and Some Proposed Remedies. Pp. 302. 

Supplement No. 2.—Handbook of the Association, 1931. 


Volume XXII, 1932 

The American Economic Review, March, June, September, and December; each, 

Supplement.—Forty-fourth Annual Meeting: 
Papers and Proceedings. Private Enterprise in Economic History; Shorter 
Working Time and Unemployment; Quantitative Economics; Theory of Tech- 
nological Progress and the Dislocation of Employment; Measurement of Pro- 
ductivity Changes and the Displacement of Labor; Stabilization of Business 
and Employment; Principle of Planning and the Institution of Laissez Faire; 
Institutional Economics ; Elasticity of Demand as a Useful Marketing Concept; 
Investments of Life Insurance Companies; Real Estate in the Business Cycle; 
Investments and National Policy of the United States in Latin America; Re- 
cent Changes in the Character of Bank Liabilities and the Problem of Bank 
Reserves; Bank Failures in the United States; Transportation by Rail and 
Otherwise; Our Changing Transportation System. Pp. 306. 


Volume XXIII, 1933 
The American Economic Review, March, June, September, and December; each, 
Supplement.—Forty-fifth Annual Meeting: 
Papers and Proceedings. Rise of Monopoly in the United States; Record of 
Insurance in the Depression; Some Theoretical Aspects of Unemployment 
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Reserves ; Th he e. cs of Unemployment Relief; American Economic 
Thought; F¢ yn of Capital: Measurement and Relation to Economic In- 
stability ; Size of "Bu siness Unit as a Factor in Efficiency of Marketing; Reserve 
Bank Policy and Economic Planning; Federal Reserve Policy in World Mone. 
tary Chads ; Tariff Reform: The Case for Bargaining; Speculation in Suburban 
Lands; Real Estate Speculation and the Depression. Pp. 206. $1.25 
Supplement No. 2.—Handbook of the Association, 1933. 2.00 


Volume XXIV, 1934 


The American Economic Review, March, June, September, and December; each, 1.25 
** Supplement.—Forty-sixth Annual Meeting: 
Papers and Proceedings. The History of Recovery; Public Utilities in the 
Depression; Imperfect Competition; Fundamentals of a National Transporta- 
tion Policy; Correlation of Rail and Highway Transportation; Marketi 
under Recovery _Lesi islation; Economics of the Recovery Act; Measurement 
of Unempk yment 5 Controlled Inflation; Banking Act of 1933—An Ap- 
praisal; Some Statistics on the Gold Situation; The Problem of Tax Delin- 
quency; The Problem of Expanding Governmental Activities ; The Economics 
of Public Works Pp. 224. 1.25 


Volume XXV, 1935 


The American Economic Review, March, June, September, and December; each, 1.25 

Supplement.—Forty-seventh | An nual Meeting: 
Papers and Proceedings. NRA Examined; Rate- making Problems of TVA; 
New Deal and the Teachi ing of Economics; Paths of Economic Change; 
Business Enterprise and the Organization of Production ; Changes in the Char- 
acter, Structure, and Conditions of Production; International Aspects of 
Problems of Production and Trade; International Movements of Capital; Our 
Commercial Banking System; Aspects of Co-ordination and Finance; Some 
Lessons Drawn from a Experience; Nationalism; Security Regulation 
and Speculation n Mo .etary Stabilization from an International Point of View; 
Monetary Stal yn fre . a National Point of View; Decentralization of 
Population and Tn try; Co-ordination of State and Local Finance; Relief 
Aspects of the New ; Deak: U nified Program for the Unemployed. Pp. 240. 1.25 


The American Economic Association, founded, among other purposes, for “the en- 
couragement of economic research’ and “the encouragement of perfect freedom of eco- 
nomic discussion,” has over three thousand members, including public and professional men 
and most of the leading students of political economy in America. Membership dues are 
five dollars a year. Each member receives all current reports and publications of the Asso 
ciation. 


Address all orders for publications, applications for membership, and inquiries to the 


SECRETARY OF THE AMERICAN ECONOMIC ASSOCIATION 
Northwestern University, Evanston, Illinois 


240 


i 
$1.25 
2.00 
a, 1.25 
‘ 
ig 
t 
1.25 
1, 1.25 
r i 
1.25 
en- 
r 
] men | 2 
are | 
Asso- 
e 
( 


